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Ie lNTRODUCTION 
A).,. The :Pvoblems 
The problems to be reviewed by this study are 
quite numerous~ but basically created by one common 
f~ctore This study will delve into the problems faced 
by management in the administration of corporate 
~ctivities under National Defense contracts~ 
The problems in question are not static and 
thus not subject to general analysis with a resUltant 
text book solution available for corrective action~ 
!nd even if such stability did exist, this would not 
be the most analytical approach to the matter at hand, 
namely the resolution of comp~ex problems having a 
very profound and direct bearing on sales, production, 
finance and overall corporate solvency,.. 
~ The APproach 
The methodology will be one of evolution in 
three stages. 
lo GeneJ:>al and Specific Management Responsibilities 
The initial stage will be one marked by the 
evaluation and presentation of those activities and 
responsibilities of management which must be contended 
with d'Uring normal commercial exposure. From this start 
an attempt will be made to parallel the added pFoblems 
and considerations which are created by the advent of 
National Befense contracts or the mere contemplation 
of such business exposureo By this method the many .. 
unheralded pitfalls and problems which confront man~ge~ent 
during a period of National preparedness and the 
resulting demands confronted by our country's industrial 
complex will be highlighted~ 
2~ Ground Work for Analysis of Problems 
The second stage of this evolution will be 
the establishment of a firm ground VIO rk for the analysis 
of the problems in question in their relationship to 
the liquidity and pro~itablility of the company and the 
industry as a wholeo This dollarwise effect will then 
aid us ins electing those problems demanding innnediate 
corrective consideration. 
o~ Best Analytical Method 
The final stage of this s,tudy will exe:mpli.fy 
the best analytical method of precl~ding such problem 
occurrences~ This one best method is preventive action 
which will be constantly working to preclude the ~­
occurrence of general problems or at least forewarn 
management of new and unforeseen pitfalls 9 
10 
The one best method in. question is l:ong:~range 
planning in an atmosphere of industrial flexibility, 
administered by dynamic management~ 
Co Significance of ~revious Research 
I 
The subject matter of: this thesis i·s of a 
rather specialized nature in one respect, yet demands 
a complete evaluation of all matters dealing with 
general business administration. It may be due to 
the above conflicting factors that little or nothing 
has been done in so far as research in this area is 
concernedo 4 study of all know publications, both o:f 
a text and research nature, :failed to disclose any 
combination of the specifics of National Defense 
contract management and its problems, the generalities 
of overall business administration, and the need for 
long range planning in the dynamic electronics industry~ 
It is sincerely h'opea ·that the initia~·:venture 
into this field of endeavor will be o:f value to those 
Who will find it necessary to r~fer to this study for 
a basic exposure or guide to problem resolution .. 
~ ----------------------------------------------~ 
ll 
D.,· Thesis Study 
The entire ~ield o~ military contract 
administration and management is obviously beyond 
the limitations o~ a paper o~ this type and no attempt 
will be made by the writer to discuss this entire 
subjecto In an attempt to isolate ~or examination 
one very pertinent aspect o~ this broad current issue, 
this thesis does concern itse~ with the problems o~ 
~inancial administration and managment in the electronics 
industry. It is hoped that by considering these problems 
as they relate to the industry and secondarily to the 
Federal Government certain conclusions may be reached 
regarding ~inancial mana~ement principles and procedures 
which might eliminate some o~ the current misunder-
standing and general problems in the ~ield o~ Government 
contractingo 
For the expression o~ the industry's viewpoint, 
the thesis will draw heavily upon text material~ 
business periodicals, professional publications and 
case information derived ~rom the operating experience 
o~ several major electronics companies engaged in 
e~tensive National Defense production& Because of the 
., 
con~idential nature o~ the information involved~ 
illustrative contract titles and details have been 
12 
disguised., 
For the expression o:f the -Government viewpoint, 
the thesis will rely on published Government regulations 
and bulletins~ hearings before Congressional committees, 
personal interviews with Government technical, 
administrative, financial, and contractual personnel~ 
as well as on-the-job observations by the writer. 
Dealing as this study does with many financial 
and management questions of an unresolved nature in 
a highly dynamic industry, some of the conclusions 
expressed may be subject to dispute because of differences 
of opinion, basic assumptions or principles 0 Every 
effort bas been made, however, to distinguish qetween 
opinion and fact in order that the most realistic 
approach and solution to the problems at hand can be 
made. 
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II. HISTORICaL EVOLUTION OF NATIONAL DEFENSE 
~. The Balance or Power 
1. The Birth of Two Great Nations 
More than a century ago 9 in 1833~ a Frenchman 
named .Alexis de Tocqueville wpote in his ••nemocracy in 
.Amari ca tt $ : 
There are at the present time two great 
nations in the world$ which started 
from different points, but seem to tend 
toward the same endo I allude to the 
Russians and the Americanso Both of 
them have. grawn up unnoticed;_ and whilst 
the attention of-mankind was directed 
elsewhere, they have suddenly placed 
themselves in the front rank amongst 
the nations, and the world:- learned cit' 
their existence and their greatness 
at almost the same timeo 
All other nations seem to have nearly 
reached their national limits 9 and 
they have only to maintain their power; 
but they are still in the act of 
growth. All the __ others have stopped 9 
or continue to advance with extreme 
difficulty, these alone are proceeding 
with ease and celerity along a path to 
which no limit can be perceivedo The 
American struggles against obstacles 
.which nature opposes to him; the 
adversaries of the Russians are men. 
The rormer combats the wilderness 
and savage life;-the latter civili~ation 
with all its arms. The conquests of 
the American are therefore gair:l.ed by 
the ploughshare; those of the allssian 
by tha sword. The Anglo-American 
-··~·--
relies upon personal interest to 
accomplish his ends, and gives free 
scope to the unguided strength and 
common sense of the people; the Russian 
centres all the authority of society in 
a single arm.. The principal instrument 
of the forme~ is freedom; of the latter 
servitude" Their starting point is 
the same; yet each of them seem marked 
out by the will of Heaven·to sway the 
destinies of half the globe.3 
As was prophesized 9 American and Russia 
have emerged from all the former powers of the world 
as the two greatest powers--each controlling virtually 
half the globeo· Each has natural resources, vast land 
areas, countless multitudes of inhabitants a·s well as 
military and economi~ systems of hitherto unheard of 
strength. Such an evolution has east- our world in a 
contest between conflicting powerso 
2o Transition of ~ower 
We must realize that Russian Communism is 
14 
much more than a mere thory operating in world of idea~, 
which uses arguments as its weapons and propagand~ as 
its primary teehniqueo The theory has solidified into 
a politi-cal and economic fact with far reaching 
geographic roots. The weapons have changed their 
shape greatly and now take the form of wars, with the 
primary technique being one of conquesto 
15 
The balance of power has now, transformed· from 
one of ideas to one between nations--Russia and its 
satellites standing on one side and we on the othero 
The entire world can do nothing more than stand by and 
watch the two powers in question and wonder whether 
~nd when one or the other will unleash its devastating 
wratho 
3o Balance Between Russian and America 
Presently we are in balance and it is only 
as long as we stay in balance that armed conflict 
between the two powers can be postponeda 
It is assumed that neither Russia nor the 
United States can annihilate the otherQ The basic 
resources which we possess are overwhelming$ but it 
is only through the presence of' our present balance of' 
power that wasteful wars and battles_ will be discouragedq 
! limited engagement such as the Korean 
conflict can be seen to very closely parallel business 
management.which allows outside circumstances to mold 
its decisions and airect its actionso It can only be 
through good management of our National Affairs and 
Defenses that we can retain the initiative andg thus~ 
preclude such wastes of men and materialo 
Bo The Maintenance of' the Balance of' :Power 
Necessity :for Preparedness 
lo Move Toward War 
16 
The past decade has been marked by constant 
plans and steps aimed at waro These steps have been 
taken in view of' our potential balance of' power.. The 
very sense of' military balance of' power means that we 
must constantly parry at one another in order to maintain 
our relative positionso The balance is not static 9 
nor can it be., Both countries cam only maintain 
their blanca by expanding 9 developing and grow~ng to 
parallel and match the etheris growth .. 
2 .. Need :for Test of' Power 
Ln the :final analysis 9 power can be construed 
to. be weakness unless put to the test.. It is an 
unknown quantity.. The balance of' power is merely 
··'equal :forces at opposite poles with the knowledge that 
a single step forward. will provoke war and that a 
s.ingle step to the rear will bring utter and complete 
de~eat., There can be no :firm balance of' power until 
e~ch nation tests its opponent as to its ·willingness 
to :fight and its ~bility to rise to the demands of' 
such a e on.fli ct .. 
Wars can not be·won by verbal outbursts~ 
The world is only interested in deeds. 
3o Russian Advancements 
Russia has technicians and scientists!) some 
of' them the best in the world!) tre.m.endous re;.rervoirs 
of' natural resources!) and no limitation as to the 
amount of' money to be expended on any venture found 
worthy by the Kremlin!) but there is one thing they do 
not have,; free enterprise~ 
4 o United States and a Balanced Defense, 
17 
The keystone f'or a balanced defense in the 
United States is the adequate knowledge in planning 
where to go and what to doo We must face the future 
with courage and intelligence» building our organization 
.for the ·balance of' power on a foundation of' preparedness o 
C~ Semi-War Economy--General Aspects 
.• 
As previously stated!) we are currently faced 
by an unprecedented situation in American history 9 that 
of manoeuvering through a period of rapid transition 
from an economy of' peace to one o:f semi..,ware 
Never before have we faced such complex 
problems as we presently doo We .can not merely build 
up an enormous arsenal or military hardware to supply 
our rar rlung bases and revert back to our peacirul 
economy. In this day and age the tools or modern 
warrare become obsolete almost berore they leave the 
production lines. Science, technology and industry 
must constantly work as one to create and improve 
today's weapons ror tomorrowYs useo As rar as one's 
imagination can perceive, the assembly lines or 
military production will not be idleo 
Do Semi-War Economy-=Its Demands on Industry 
18 
This state or semi-war economy will have its 
proround errects on all businesses. This transition 
will arrect at the one end those businesses already 
deeply entrenched in the Government procurement market 
and at the other pole those enterprises which heretorore 
have never desired Government business, bust must now 
adjust their operations to meet the demands or this new 
economy or semi~warG In between these two are those 
enterprises presently engaged in partial GoveFnment 
activity as well as businesses which will merely add 
military activities to their constantly expanding 
operationsq All rour or these business types , which 
can be classiried as military, commercialg convertible, 
19 
and expanded, will be greatly affected by the advent 
of increased Government activity needed to maintain 
the balance of' power and thus assure Nati9)Da.l Securityo 
A few of the major areas or management 
concern to be affected are: 
a. Plant and Facilities--The demands of a semi-war 
time economy are great. Vast new buildings and general 
production sites will spring up everywhere and will 
demand the constant attention of management in order 
to preclude over zealous growth which can only lead to 
financial decay. 
b. Production=-That which was previously taken for 
granted will now be a priority item and demand attention 
never before felt necessary. Civilian production must 
either be supplemented or paralleled by the new military 
demands. Raw material and personnel will be of a 
premium nature~ 
c •. Security--That which was previously unheard of 
will now become a common neces.si ty. 
d9 Contract Pricing and Renegotiation--The normal 
practice or independent corporate dictation of pricing 
policies based on set profit levels will be greatly 
modified by the advent of military procuremento The 
type of contracts and related profit recovery will be 
20 
primarily dictated by the end item produced. In ms.ny 
cases efficient production will lead only to renegotiation 
and the loss of the additional profit realized by such 
efforts to the Government., 
eo Company Organization and .Administration=-The 
advent of Government contracts will eventually lead 
to special administrative and operational assignments 
within the company. Such assignments will be segregated 
as to produetion 9 sales:; and finaneeo 
21 
IIIo GENERAL .ASPECTS OF FINANCIAL MANAQ-EMENT 
Ao The Primary Purpose of Business 
The primary purpose of most business ventures 
is to make a profit for its owners~ This is an extremely 
broad statement and as such leaves much to be desired 
as to method$ means and scope of those activities which 
lend to the ultimate profitability of a firm~ 
~ofitability can be conveniently segregated 
into two types~ both of which will be examined in this 
studyo These are short range and long range profits 
or dollar recoveryo The basic difference between these 
two forms of recovery is the consideration of liquidity 
or business solidarityq 
Short range profitability in many$ if not all~ 
instances disregards the future prospects of the 
business in question and thus ris~s the lack of continued 
liquidity and business solidarityo Contrasting this form 
of business promotion is that aimed at perpetuating 
liquidity and solidarity thus making plans for the future. 
Both types of profit making have their specific 
and general places in today 1 s business world. This 
paper will attempt to indicate the need for considering 
this prime aspect of business as it applies to the 
electronics industry and National Defense contract 
activity as contrasted to normal commercial exposureo 
Bo Division of' Management 
In the vastly complex business f'irms of this 
day and age the corporate structure is :for the most 
part operationally segregated. The three prime 
functional segments of industry can be classified as 
sales, production and finance or anrother specific 
designations alluding to like corporate activitieso 
None of these three divisions of management can be 
c.lassif'ied as being independent.. To the contrary, 
22 
they can only operate succes·sfully by being interdependent 
and working towards the common goals established by 
the Board of Directors and stockholderso 
As stated previously 11 the entire :field of 
managment activity, even as it applies specif'ically 
to military contract administration, is obviously beyond 
the limitations of a paper of this typeo As such, it 
will basically concern itself with financial management, 
subject to the interrelationships and interdependencies 
of all three types of functional corporate managemento 
23 
Co Organization or Financial Management 
Not too long ago, when we discussed financial 
management we envisioned a ··corporate strl:fcture ·consisting 
of' a :president, secretary and lastly, a treasurero 
< 
This sturcture has presently taken a new shape in the 
race or the vast changes in the need for more and more 
accounting, financial and statistical data to successfully 
operate a business~ Such changes have been primarily 
provoked by the Government in the form of additional 
tax legislation, requiring the maintenance or the most 
exacting records; general regulatory agencies controlling 
the issuance and sale or corporate securities as well as 
numerous ather corporate activities; and the emergence 
of the United States Government as the largest single 
purchaser of goods and services in the world, with 
resultant precautions taken to insure that the best 
possible purchases have been madee 
The new Corporate structure now contains one 
additional member, namely the controller. This new 
member or the management team has absorbed a goodly 
portion of the previously indicated added responsibilities 
and for the most part shares the preverbial financial 
management stage with the treasurer$ 
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For the purpose of' this study 9 the operations 
of' the treasurer and of' the controller will be combined 
into the single category of corporate financial 
management .. 
D. Duties of' Financial Management 
Financial management in many respects has 
suddenly emerged as one of'· the most important memebers 
of the overall management team~ Financial policies 
affect all segments of' the corporation and as such 
influences the overall operations of' the company. 
The general duties of' this f'unctiona 1 
management team of treasurer and controller are as 
follows: 
ao Custody and Supervision of' Funds-=This activity 
entails the close control of' all cash in order to 
preclude losses due to the lack of internal control 
or theft; the ensurance that proper bank balances are 
maintained in order to satisfy the need for compensating 
balances and to maintain a sufficient level of' cash to 
allow for normal.day to day activity., 
b .. The Procurement g Use and Investment of Funds--
This for of activity entails the establishment of firm 
banking or other loan producing business connections 
as a means of providing sources of funds, if an when 
the company may require additional working capitale 
The use of the funds so recieved from ~orrowing, 
equity financing or profits is for the most part 
dictated by an overall plan the company has for growth 
and future profitabilityo 
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Some.firms find themselves in the very enviable 
position of possessing vast sums of excessive cash 
without activity requiring internal absorbtion$ It is 
in such cases that funds are generally invested outside 
the realm of the companyo. These investments usually 
take the shape of security acquisitions in other 
enterprises or bonds of the United States Government. 
It is the duty of managment to decide which investment 
will provide for greater all around security as well 
as profitabilityc 
c~ Financial Planning--This is a very broad 
category which entails the establishment of many 
varying·ground rules aimed at perpetuating the company 
and ensuring profits to the satisfation of the ownerse 
This plan of action must be closely allied to the 
operations of the other segments· of' functional management, 
namely production and sales, in the attainment of a 
common end or goal. 
Such planning will usually dictate the 
limitations on customer sales exposure, the levels or 
production turnover, the desired rixed asset ratios, 
working capital requirements and, last but not least, 
the necessary break even point as it arrects cost 
incurrence, sales volume·and prices. 
do Use or Credit--The use or credit as a means 
26 
or increasing the volume or sales is one or the most 
important considerations or rinancial managemento This 
activity is linked directly to the determination of 
rinancial plans surrounding sales and to what extent 
the company must rinance its own sales in order to 
gJ3nerate the saleo .This is a form of selr-finaneing 
and lands itsalr to numerous other controls necessary 
for the protection of the eompany~s assets and attainment 
of prof'it.o 
e. Protection of' Corporate Assets--This duty entails 
the establishment or set ground rules which must be 
observed in order that losses do not occur in the form 
of uncollectible accounts receivable, over-expanded-
plants and racilities, and obsolete materialo 
It can be readily seen that ir asset valuation 
is not maintained the resultant errect will be reduced 
profits,., 
f~ Interpret Operations--The interpretation of 
operations entails past, present and future pe~~ods 
as they affect cash, financial conditions and profits,. 
This duty is one of the most important analytical 
aspects of financial managment in that it attempts 
to disclose where the company went or is going astray 
in order that corrective action may be instituted 
as a means of ensuring successful corporate operationso 
In many cases this form of activity is simply and purely 
a curative measure and only provides a temporary relief 
to the ever present problems confronting managemento 
gQ .Maintenance of Records--The maintenance of 
financial and accounting records and controls is aimed 
at providing all levels of functional management with 
statistical and historical data which is invaluable 
in the operation of any company in this period of 
Governmental regulation and industrial participationo 
Envision 9 if you can 9 an executive attempting to 
evaluate his oompanyts progress and compa.rative 
position to other firms in the same industry without 
accounting or statistical information of both past and 
j;>resent·periodso Needless to say, we need not mention 
the significance of the maintenance of financial and 
accounting radords and controls for tax purposes 
and security and statement aanalysis for the stock-
holderso 
h. Profit ~ssurance--The most important duty 
of not only financial management 9 but of the entire 
management team, is the attainment of the sole goal 
or end of any business venture, that of assuring a 
profit for the owners., The means of attaining this 
goal is as varied as are the types and sizes of 
companies~ but one prime requisite always necessary is 
sound management in an atmosphere of cooperation 
between members of a dynamic management teamo 
E. {)bligations of Financial Management 
The obligations of the financial management 
to the stockholders and the general public, which may 
at any time invest in this concern 9 may be classified 
into the following categories$ 
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a:,. The protection and preservation of the company v s 
power and position in the indus try can only be successfully 
met by the fulfillment of many, if not all, of the 
financial management duties praviously outlined. 
b. Another obligation of' the financial :management 
is to pursue the purpose and objectives of the 
business$ measure and appraise operating results~ and 
take whatever corrective action necessary in order 
that profits be improved and the financial position of 
the company and its employee~ customer and public 
relationships are preserved$ 
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co Lastlyg management at all levels must account 
to the owners or stockholders~ employees- and the public 
in so far as the progress of the business is concernedo 
Fe Responsibilities of Financial Management 
The responsibilites of financial management 
may be classified as being both direct and indirect 
in natureo 
The direct responsibilities o.f financial 
management are the providing and careing f'or the 
operations of the business on a sound basis, making 
proti ts by means. of c;a:retully evaluati?-g the f'inanc"ial· 
exposure and risks as Qompared to the end resultso 
The indirect responsibilities of' management 
is to the general economy~ Financial management must 
direct and f'ornnila te ·the patterns of their private 
endeavors in order that it wi'll' remain consistent with 
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the principles of free enterpriseo 
In effect we have set forth both .the private 
and public interest of all modern corporate interpriseso 
Go The Need for Growth 
The importance of growth in todayis dynamic 
economy can not be over-empbasizede Change is a 
characteristic of business as it is of life itselfo 
Seldom can an enterprise remain dormant or static. 
There must be either expansion or contraction which 
can only mean growth or annihilation. The very· presence 
of the above actual philosophy is the primary reason 
for the need and desire for growth. In addition, growth 
will provide wealth for the stockholders, employees, 
and the public; fame; the incentive for competitive 
enthusiasm, whfch is one of the basic keystones of our 
free enterprise; and a healthy social spirit. 
The attainment of these goals 9 as provided by 
growth~r can only be achieved by the combined efforts of 
all segments of management, as well as, the cooperation 
of the employees and the publico Nevertheless, 
financial management stands out as the most important 
link in this chain leading to growth$ Financial 
management serves as the most vital link in the process 
o:r "Tes·oureen allocation ne'eessary to pE;rrpetua te the 
enterprise a'nd attain :ma'ximwn. profits$ liquidity and 
solidarity.,. 
IV. THE PROS !ND CONS OF NATION-AL DEFENSE 
CONTRACTUAL ACTIVITY 
A* Who Wants Defense Work 
For the sake of simplicity, we can classify 
the various philosophies of business concerns as it 
affects defense activity into four categoriesQ 
a. Military--There are those business concerns 
which have to be in the defense businesso Such 
concerns have grown up and thrived upon such activity 
amd it is their only production and sales outlet or 
market ~a 
b.., Expandible--Other business concerns~ who have 
had either extensive or limited exposure to Government 
contracting and the various problems which go along 
with it and at the same time have the ability to 
diversify their productivity and establish other 
markets for their goods, are inaking the choice to 
limit their Government defense activity to a much 
smaller share of the overall activity volume of the 
concern. 
c. Convertible--Still there are other firms 
which are desperately seeking additional Government 
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defense business~ This action is usually provoked 
by the loss or substantial shrinkage in the concern's 
civilian or otherwise normal marketo 
d~ Commercial--Those business firms which have 
never delved into Government defense business and 
have no desire to do so under any normal business 
atmosphere,.. 
B~ The Prevailing Philosophy as Related 
to Government Defense Business 
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Ever since the end of' World War II, industry 
ha·s been extremely noncommittal as to. the permanency 
of' def'ens~ work* The many forces Which affect our 
National Economy and the need for the permanency of' 
National Defense have been quite unstableg thus 
causing a great deal of consternation on the part of 
industrial c·oncerns attempting to 1~?-y their long 
range plans for future business activity and its 
resultant prof'itabilityo 
Finally 6 after the passage of 15 years$ 
industry has decided. that international tension and 
the need for National Defense is of a permanent 
nature leading to the solidarity of the defense business~ 
Yet, even after the establishment of the 
permanency of defense business activity, very few 
business concerns wish to limit their entire production 
oulay to Government use. 
There are some industries, such as the 
aircraft, missile systems, and electronics 9 which have 
little or no choice as ~o the extent of the Government 
bus_ines.s. participation.. This statement can be further 
strengthened by the fact that during 1957 the 
Govern~ent availed itself' of a~proximately 75% of the 
total $6 billion electronics bus:i.ness. From this it 
ca:n be ··seen that even if' you did not wish to participate 
in Gover.nment defense activity you could not do so 
and remain part of the particular industrial complex. 
The basic philosophy in question is .. one 
which has been quoted time and time again with no 
specif'ic referral to its authentic sourceo With or 
·without such a sponsor, the quote is that udef'ense 
business today is like a wife~ You can not live with 
it, and y~u can not live without it~=-=You adapt to 
itlt~ 
The truth of' this ·~t~tement can best be 
exemplified by the f'ollowing statist,1cs.~:t>elative to 
the industry and Government defense businessg 
a. Three times as many concerns are.presently 
attempting to limit or reduce their share of defense 
business to total output as compared to those cqncerns 
striving to increase their Government business 
participatiorio 
bo There are nearly as many industrial concerns 
attempting to rid themselves of any ties with the 
National Defense needs of the Government as there 
are concerns striving to enter the Government 
procurement mark~'-"" 
,c:"O. National Defense as Big Business 
It is almost an impossibility for anyone 
to ignore the size and scope of the Government's 
defense businesso It is one of the ma.jor .factors in 
today's economic structurea 
It is currently estimated that there are 
40~000 individual companies sharing in this National 
Defense business as both prime and sub contractors. 
The Government, primarily the Department of 
Defense, is the United States• industryvs biggest 
single customer. During the Government's fiscal year 
1958, such business totaled $23.8 billion o.f which 
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the following 100 prime contractors shared 75%. 22 
TABLE I 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
List of 100 Top Prime Government Contractors 
as of the .End of Fiscal Year 195822 
Total United States 
Government. Procurement ....... o o .. <~$23 _,817 9 100 9000 
Total 100 Companiest 
~a.rticipationoe••••••••oaeoeeeeoe$17 9 633 9400 9000 
Oompi.ny 
Boeing .Airplane Company 
General Dynamics Corporation 
General Electric Company 
Lockheed Aircraft Company 
North American Aviation Inc. 
American Telephone and 
Telegraph Company 
Douglas Aircraft Company 
Hughes Aircraft Company 
Martin Company 
Sperr:y:_Rand Corporation 
International Busine.ss 
Machine Corporation 
Chrysler Corporation 
Me Donnel Aircraft Corporation 
United Aircraft Corporation 
,Dollar 
Participation 
Millions 
lg894.5 
l$542 .. 3 
952 .. 4 
93le4 
902.7 
792.0 
673.4 
565.7 
459o4 
423.7 
417 .,6 
417.2 
411 .. 5 
400.5 
15 
16 
17 
18 
19 
20 
21 
22. 
23 
24 
25 
26 
2? 
28 
30 
31 
32 
33 
34 
35 
36 
37 
Radio Corporation of America 
Republic' Aviation Corpor21ltion 
General Motors Corpo~ation 
Raytheon Company 
Westinghouse Electric Corporation 
NortbrQp Corporation 
Bendix Aviation Corporation 
Standard 0il Company of New Jersey 
General Tire S)nd Rubber Company 
Clirtiss-Wright Corporation 
International Telephone and 
Telegraph ~ompany 
Standard Oil Company at California 
Bath Iron Works Corporation 
Fairchild Engine and Airplane 
Corporation 
Burroughs Corporation 
Goodyear Tire and Rubber Company 
.A,.vco Company 
Brown-Raymond-Walsh 
Texas Company 
Minneapolis Honeywell 
Regulator Company 
A.meriean Bosch .t\rma Corporation 
Collins Radio Corporation 
Bell Aircrart Corporation 
356ol 
351o0 
282o7 
245.1 
194.€$ 
178.8 
151.0 
l32o2 
117.2 
112.4 
107.0 
102 0 6 
102.0 
1001,)3 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
4'7 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
Pan-4merican World Airways~ Inc. 
Th~okol Chemical Corporation 
S ocony Mobil Oil Company 
Shell Caribbean Petroleum Company 
C.ontinental Motors Corporation 
Ford Motors Company 
Thompson Ramo Wooldridge, Ino~ 
Kiewit (.Peter) Son$ Company 
P.hilco ~orporation 
Grumman Aircrart Engineering 
Corporation 
Cities Service Company 
Hayes Aircrart Corporation 
Olin Mathieson Chemical Corporation 
Greenland Contractors 
Massachusetts Institute or 
Technology 
Bethlehem Steel Corporation 
Union Oil.Company or Calirornia 
Todd Shipyards Corporation 
Tidewater Oil Company 
Garrett Corporation 
C~lirornia Institute .o.r Technology 
Rand Corporation 
Merritt-Chapman and Scott Corporation 
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8lo'7 · 
71 .. 9 
'71.5 
63.,8 
55.,8 
53.,8 
50.4 
50.,0 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
White Motor Company 
Ryan .Aeronautical Company 
Firestone Tire and Rubber Company 
Food Machinery and Chemical Company 
Chance Vought Aircraft, Inc. 
Lear 1 Inc~ 
General Frecision Equipment 
Corporation 
Northern Pump Company 
Sylvania Electric Pr·oduets, Inc .. 
Fenn-Texas Company 
Malrquardt Aircraft Company 
Temco Aircraft Company 
Westinghouse air Brake Company 
Hercules Powder Company 
Asiatic Petroleum Corporation 
Continental Oil Company 
Sundstrand Machine Tool Company 
Cessna Aircraft Company 
States Marine Corporation 
Goodrich (B. F.o) Company 
·Phillips :Petroleum Company 
Johns Hopkins University 
Texas Eutadiene and Chemical 
Corporation 
39 
48¢0 
38 .. 3 
34c.5 
84 Motorola Inc., 
85 Defoe Shipbuilding Company 
86 Flying Tiger Line, Inco 
87 Oman-Farnswoth-Wright-Kaiser-
Morrison-Knudsen 
88 Blue Cross Associated; Inc., 
89 Standard Oil Company of' Indiana 
90 Kaman ~ircraf't Company 
91 Eastman Kodak Company 
92' Transocean Corporation '·o.f' 
California · 
93 Richfield Dil Corporation 
94 Ho.f'.f'man Electronics Corporation 
95 Du Pont {E. I.) de Nemours 
and Company 
96 Oman-Farnsworth-Wright 
97 Laboratory f'or Electronics, Incc 
98 Sunray Midcontinent Oil Company 
99 California Eastern Aviation, Inc. 
ioo American Machine and Foundry Company 
Electronic industry sources claim that 
33.2. 
33.,1 
3':2 .8 
32c7 
32.,7 
32.,7 
32oQ 
31 0 '7 
30o9 
30o5 
30.,1 
29c,3. 
28 0 3 
27.,9 
27.,9 
27e5 
27.,4 
1960 will reflect additional growth in military 
sales of' highly reliable devices.. "Military sales 
·of components in 1959 will probably be about 35% 
higher than those in 1958, using extrapolatiOn based 
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on Electronic Production Resources Agency f'iguresott25 
Do Major Considerations Relative 
to National Def'ense Business 
1 .. :Pros 
Many concerns enter or re.main in Government 
defense business in view of the following favorable 
aspects: 
a,., Increased Sales--In many cases the advent of 
Government business is the only factor which.keeps 
a concern solvent. Many concerns relish such business 
i~ order that it might take up the slack during poor 
or "off 11 seasons as well as absorb its share of fixed 
overhead chargeso 
b~ Technological Leadership--Many conerns do not 
even consider the prof'it aspect in entering into 
various phases of' Government def'ense work. Usually 
such a lack of' prof'it consideration is rendered in 
reg~rds to research and development contracts. This 
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f'orm of' industrial endeavor usually leads to technological 
advancements, discoveries, and leadership in various 
f'ields directly or indirectly related to the project 
undertaken. Such undertakings in many cases could not 
have been independently rinanced and supported by 
the business firm or industry aloneo It should also 
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be remembered that the development or numerous commercial 
or non-Government items have stemmed rrom such Governm~nt 
sponsored research projectso 
c. Future Profits--We Shall shortly indicate that 
one of the prime considerations against National 
Defense activity is low profitso This fact remains 
firmly entrenched in th~ minds of almost everybody 
dealing with the Government. In actuality, it is only 
partially truee The profitability of research and 
development projects is without a doubt very limited 
and, in view of the mag~itude of such types of projects, 
very prevelento On the other hand, there is a very 
handsome element of profit relative to production 
endeavorso 
The entrance of many firms into research 
and development is justified by the fact that such 
activity may ultimately lead to production contractso 
The general consensus of opinion among most of the 
progressive r·irms is that the only way to be really 
successful in the National Defense business is to be 
ahead of the preverbial crowd in the development and 9 
Where pOSSible L production or :):lighly advanced technical 
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items~ such as missiles systems, aircraft and electronics~ 
which are modified so rapidly that standard prices can 
not be set and competition impracticalb 
2:. Cons 
The basic considerations set forth by many 
concerns for their refusal or reluctance to accept 
Government business are~ 
ao Unconventional Products--The products to be 
produced for the Government are usually not of a 
conventional natureo Such products are specialty 
items needed by one sole market-such as missiles 
systems, aircraft radar and other specialized electronics. 
It is generally felt that it is very unwise 
for a concern to enter the '.defense business in a field 
of endeavor which is altogether different from its 
I 
normal linev In many cases 9 where the above rule is 
not followed, concerns find themselves in extensive 
trouble trying to meet rigid specifications on 
unfamiliar products upon which the Government may 
cease work without noticeo It can also be stated that 
the extensive· ttred tapet1 faced by a new contractor 
may very well lead to grave circumstanceso 
b~ Low Profits--Civilian business is too attractive 
in view of the very low and limited profits afforded 
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by de:fense work.. It is quite obvious that a gross 
pro:fit of 7% before taxes is of' little or no incentive 
:for a concern to jeopardize its position in todayvs 
economy :for the simple sake 0:f participating in Nmtional 
De:fense activ~ty .. 
c .. High Risks=-The element of' risk is very high 
in the list of' considerations :for or against the 
entering into the :field of Government de:fense businesso 
It can be justifiably stated that in so :far as cost 
expenditure recovery under cost-plus-a-fixed-fee contracts 
is concerned 9 the element of' risk favors the eontractor 9 
but this is not the prime risk ,co.nsidera tion.. The 
rna jor concern of' almost every prospective business is 
the continuance of' that business and the firmness of its 
market.. These considerations are very o:ften violated 
under National Defense activity in view of' the constant 
variances being experienced in the GovernmentVs defense 
requirements and expenditures.. These variances are 
almost perpetual and manifest themselves in contract 
cut-backs 9 if' not total cancellations 9 which in many 
recent instances have led to the demise of' small concerns 
on the border line between solvency and insolvency 0 
V o GENERAL .ASPECTS OF GOVERNMENT CONTRACTING !ND 
PROCUREMENT as IT AFFECTS THE CONTRACTOR 
Wherever possible 9 the Government intends to 
let contracts on a fixed price basis 9 bargaining 
shrewdly as to the :n:a tter of price;, 
However 9 with an increased emphasis on the 
production of numerous new items or extensive 
modifications to items constantly becoming obsolete, 
and less time available for price negotiations 9 it 
is very probable that the cost-plus-a-fixed=fee type 
contract will continue to be use·d with greater 
frequency in the future., 
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~oth fixed price and cost-plus-a-fixed-fee 
type· corrt'raot give rise to many problems o As a means 
of dealing with these problems with adequate effective= 
ness 9 it is essential that the contractor have an 
adequate working knowledge of the many rules,and 
procedures under which these contracts operateG 
A .. Dealing.with .Procurement Agencies 
Those concerns making their initial move into 
the field of Government contracting should have clearly 
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in mind certain specific phases of the procurement 
process., 
Such concerns which are unfamiliar with 
Government procurement procedures must be patient 
with the seemingless endless and complicated procedures 
incidental to this procurement process6 
Congress has established by statute certain 
mandatory policies, standards and procedures to be 
adhered to by the procuring agency. 4dditional 
policies,· both w:ri tten and unwritten, have been ' 
promulgated by these procuring agencies which in essence 
comply with and strengthen the Congressional directiveso 
In some cases written procedures have been issued 
which prescribe each detailed step to be taken by the 
procurement personnel, as well as the exact order in 
which these ~teps Shall be takeno 
These procedures are the result of years of 
experience in this specialized field., .Each of' these 
steps baa a definite and specific purpose which in 
many cases is not apparent or seems unreasonable to 
the eontractoro The purpose of' such procedures is to 
f 
ensure the procurement of' the Government's desired 
items at the lowest cost, while still ensuring the 
highest quality, in accordance with requisite delivery 
schedules, and avoiding possible irregularities or 
:fraud. 
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These procedures are constantly being revised 
in order to meet new conditions and.requirements. It 
should be :firmly noted that the general outlines o:f 
these procurement processes are now well established 
and standardized throughout the Government and the 
cited modi:fications are only o:f a minor nature~ 
Each step in the procurement process :for a 
given item is subject to close scrutiny and review by 
a succession o:f experts. Such reviews are per:formed 
be:fore, during and a:fter the consummation o:f the 
transaction.,. These experts are highly trained in their 
respective· :fields o:f law, accounting, purchasing, 
production, and general and speci:fic trade practices 
in a particular industry. Such experts are governed 
by speci:fic written directives, which attempt to 
standardize each o:f the various types o:f cases which 
could come be:fore• themo I:f a particular case is :not 
within the scope o:f the written directives due to the 
existence o:f some· peculiarity or unusual :factor, or 
i:f the prescribed steps were not taken in the stipulated 
~der, the system as it applies to this case grinds to 
a halt until higher authorities recti:fy the di$crepancy 
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and issue special directives in order that the problem· 
can be resolved,.. 
Government procurement agencies are normally 
not sympathetic to the troubles or needs of the 
contractors or their attempts to accelerate the routine 
processes~ Such attempts frequently result in additional 
"red tapen and generally result in the loss of the time 
needed to clear such tired tape" i:n order that a final 
consummation or decision may be rendered .. 
Each pPescribed step is time consumingo If 
the item to be procured is complicated or substantial 
in dollar value, the period of time between the 
invi ta ti on t·o bid or request to quote and final 
def'initiza.tion 0!' the contract may well stret·ch into 
weeks or monthso Even after the awarding of' a contract 
the negotiation of' mutually satisfactory terms to a 
complicated contract may take additional weeks or 
months .. 
The Government's procurement program and the 
procurement personnel who administer it may change 
without notice.. It is not uncommon for a particular 
agency or department to make detailed plans aimed at 
procuring some item and 'aC'tually commence preliminary 
negotiations towards the purchase only to have the funds 
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for such an item be refused by Congress or find a 
source for a substitute which is believed to be of 
better quality~ Likewise, individuals or groups in a 
particular procurement agency may be avid to procure 
some particular item only to be either out of Government 
service or transferred to a different sphere of activity 
where their former interests are of little concerno 
~ concern should not expend large amounts 
of time, effort or money preparitory to the performance 
of an expectant or promised contract unless a Letter of 
Intent· or letter Contract for the cited project has 
been receivedo ~ promise of a contract is of no value 
in an attempt for the recovery of monies spent in the 
Government's behalf without its permissiono N~rous 
contracts never materialize, despite every favorable 
indication that one will be leto 
When a contractor decides to ge·t a Government 
contract his efforts should normally be directed to~ 
(1) the preparation of bids or quotations at as low a 
figure, still ensuring himself a fair profit; {2) the 
general pre-planning as to the performance ·c;>f the 
contract if it is obtained, and {3) the taking whatever 
steps necessary to convince the procuring agency that 
the contract will be satisfactorily performed in its 
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entiretye 
The hiring of per~onnel for the sole purpose 
of performing under the hoped for contract, the detailed 
designing of the units to be developed or produced, 
the acqusition of plant facilities and special tools 
to be used in this venture, the commencing of initial 
research or development programs, and other contract 
expenditures made in expeetancy of receiving a 
G.orernment contract are normally not justified, until 
the Qovernment, in the form of a procurement agency, 
duliy· obligates itself in writing to reimburse the 
contractor for all costs made in the int.erest of the 
specific contract performanceo 
Usually a letter of Intent or Letter Contract 
will be executed if the proeurement agency is genuinely 
serious about awarding the particular concern the work 
to be performedo This form of contractual document 
calls for the unequivocal reimbursement of all contract 
expenditures properly incurred in preparation for the 
performance of the· contemplated formal contract o It 
should be noted that no profit is reimbursed under this 
arrangeme.nt until the definitive contract is for.lll!llized 0 
~ersistent effort is sometimes necessary to 
get an initial contrac~, as well as subsequent contracts 
under certain circumstances. 
When a bid or quotation has been submitted, 
it should be followed-up vigorouslyo Unsuccessful 
bidders are usually notifiedo If no information has 
been received after a reasonable length of time, a 
written inquiry should be made to the Contracting 
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Officer handling the particular procurement transaction& 
~a does sometimes happen, the low bidder on 
~;~.n item is not awarded the eon-t~acto If all other 
factors are equal, the contractor not awarded this 
contract ~s entitled to an explanation setting forth 
the reasons the award went to a concern not rendering 
t 
the lowest bid., If sur.e of his grounds that improper 
procttr«?ment was pe~formed, the contractor should bring 
the situation to the attention of the highest authority 
in the procurement agency and demand an investigationo 
It is very unlikely that such an injustice will occur 
again with the same agencyo 
Bids or~quotations on succeeding procurement 
- -~ 
of the same item should be rendered 1unless it is clear 
that the competition cannot be met.. This situation 
arises where th• GI"iginal successful contractor under-
estimated his costs, capacity or delivery dates, and 
thus refuses to bid or quote on successive procurement 
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of the same itemso Bearing this in mind, it is quite 
likely that an original unsuccessful bid or quotation 
on such items may, if repeated on the next procurement, 
be successful. 
Thoae initially entering this field of Government 
procurement should only attempt to supply a specific 
and needed item or class of items or services~ 
The Government procurement agencies or a 
Government pri~e contractor is not interested in knowing 
tb.a t a concern can tt:make anything" , or that it is a 
"fabricator of metal products", or the it can "design 
and produce any article made. of wood~', or that it ean 
solve flany research problem.'' <It Sales offers made in 
such broad terms will be polit.e:ly ac~le-dged but not 
. I 
acted upon.. The Gove:rmment :~procuremeJht .. @.gen0ies .and 
prime cO'ntractors do not. offer any help in locating 
items that a soliciting concern can sell to themo 
The burden is ®n the ~ospective contractor 
to find specific items which are currently needed or to 
·be procured in the immediate future which he can produce 
in the required quantitieso This manifests itself into 
t;b.e inital step to be taken by a prospective contra'ctor 9 
which is to check the Government specifications covering 
items similar to those he manufactureso 
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4 concern which has decided to sell to the 
Government, but has no experience with the Government· 
or its prime contractors, must become generally ramiliar 
with the procurement process berore approaching any 
Government procurement agency or ~ime contractor. 
Valuable time will be saved 1r the steps to be taken 
in obtaining a prime contract or subcontract are 
carerully and thoroughly prepared. 
Thelse entering the f'ield of Government 
procurement f'or the f'irst time should be qognizant 
of the gneral nature of' such procurement action on 
the part of' the Governmento Government procurement 
agencies are not only interested in the itams produced 
by the contractor, but they also demand proof' that the 
contractor has a sound rinancial and organizational 
structure and that the f'acilities and personnel are 
capable of' perf'orming the awarded contract in strict 
accordance with delivery schedules and specifications~ 
Thus, both the contractor's products and his complete 
organization and f'acilit-d..es must be "sold_ll to the 
Government procurement agencies~ The same principles 
hold true with respect to prime contractors with which 
busine-ss would be done as a subcontra.ctoro 
~ great expenditure of' time and ef'f'ort is 
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required prior to the award o~ a concern's ~irst 
Government contract. There must be a plan o~ action 
which can be executed with precision and ~irmnesse 
Contracry to a general contractor belie~, the Government 
does not pass out contracts ror the mere asking and 
neither do the larger prime contractors. 
The Government procurement agencies and the 
large prime contractors are in constant receipt or bids 
ro.r all kinds o~ products. Some o~ the bidding concerns 
have sold to the same Government agencies or prime 
contractors ~or years and have established proper personal 
contacts with the Contracting O~~ic~rs or purchasing 
agents who make the purchasing or contracting decisions. 
They may be saJid to "know the ropesu. Other concerns 
are tryir.g to get their first contract or subcontract 
and as such have much to learn concerning Government 
procurement techniques. 
B. Finding Government u:Markets" 
The initial step in selling to the Government, 
directly or indirectly via subcontra·ctors !1 is to 
determine which or the many Government procurement 
agencies or their prime contractors may buy the 
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particular products produced by the interested concern .. 
One me·thod of locating such Government 
customers is to refer to a list of Government agencies 
which procure large volumes of products or services on 
a nation-wide basiso Most of thses agencies have 
branch o.ffi0es and representative Contracting Officers 
throughout the country.. I.n order' to ensure complete 
Government "marketu coverage 9 all such agencies 
procuring items which a concern produces must be 
c·ontacted o The .following is a brief list of those 
agencies procuring items and services utilized in the 
National Defehse o.f our country .. 
T413LE II 
Government National De.fense Procurement .Agencies 
lo 4tomie Energy Commission 
2 o Coast Guard 
3 o Department of the Air Foree 
a o .air Force Electronics Center 
b.. Air D·evelopme nt ,pommand 
c. Air Material Command 
d., Military Air Transpo~ta,tion Se:ovice 
eo Strategic Air Command 
.fo Tactical Air Command 
4. Department of the .AU>my 
a. Chemical Corps 
b. Engineer Corps 
c. Medical Corps 
d. Ordnanc& Corps 
e. Quartermaster .Corps 
t. Signal Corps 
g. Transportation Corps 
5. Department of the Navy 
a. Marine Corps 
b. Bureau of !eronautics 
e. Bureau of Ordnance 
d. Bureau of Ships 
e. Bureau of Weapons 
f. Office of Naval Research 
g. Naval Supply Depot 
h. Naval Electronic Supply Office 
i. Navy Turchasing Office 
6. National Aeronautics and Space Administration 
Another method of locating Government 
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customers is by referring to the Department of Commercers 
dally Synopsis of the invitations for bids or 
requests for proposals or quotations issued by the 
various Government procuring agencies. This Synopsis 
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indicates the name and address of the procuring office, 
the item, its quantity or size, the closing date for 
the acceptance of bids or proposals, and other details 
necessary to enable a prospective contractor to decide 
whether or not he desires to bid or to submit a proposal 
on the items to be procured by the Government. The 
contractor may wire the designated procurement office 
for. a 11 bid sf)t" or he may examine the Invitation :for 
Bid or Request for Proposal at the nearest local field 
office of the agency doing the procuring if' he desires 
to do so$ The contractors chances of success are very 
small if he has not previously qualified with the 
particular procurement agency. 
It should be specifically noted that the 
Synopsis contains no information as to procurement of 
less than $10,000, classified contracts, research and 
development contraacts which can not be accomplished 
by s:raall business Jt procurements for studies or surveys J) 
major ite~~ such as tanks, airp~anes or ships which can 
only be developed and produced by very large concerns, 
items which small firms can not produce due to patent 
rights, copyrights, or secret process restrictions or. 
purchases where the delivery schedule preclude 
synopsizationo 
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Only eighteen days are allowed for the filing 
of bids to military procuring agencies. This is hardly 
sufficient if detailed cost analysis are required in 
the preparation of the bid. 
If a concern watches the Synopsis over an 
extended period of time they will be able to compile 
a complete list of Government agencies which buy their 
end products~ All is to no avail unless the contractor 
first qualifies for the vari·ous bid lists. 
The determination of what Government prime 
• I I 
contractors may have need for a concern's products or 
services on a subcontracting o:r.;> direct sales basis may 
be made in anr of the f"ollow.irag ways: 
a. The Department of Commeroe 1 s Synopsis previously 
mentioned gives the nam19 and address of each prime 
contractor awa-rded an unclassified contract of $25 9 000 
and over., On those c:ontracts $250,000 and over, a 
brief description of the item t.o be produced is so 
indicatedo A potential subcontractor can readily 
determine which prime contractor can use his products 
or services. 
b. A personal call at the nearest procurement 
·• ' I .. 
office of the various Government agen0ies will usually 
I 
resul~ in the obtaining of a li~t of prime contractors 
awarded prime contracts by the specific procUrement 
. } 
ag~ney. 
Co Many trade publications contain lists of prime 
contractors currently being awarded contracts. 
d. Chambe.rs of Commerce often have detailed 
information concerning prime contract0rs in their 
communities .. 
e. A complete and up-to-date list of "Military 
Installations in the Continent.al United States11 , 
including those of the Army, Navy, Marines, and 4ir 
Force, may be obtained on request from the Adjutant 
.General's {)ffice, Washington, D. 0. o 
f. ·In addition to the Government sources, a 
number of commercial publications cover the field of 
Government procurement, listing such information as 
invitations for bids, awards made and the prices bido 
Two such sources are The United.States Government 
Advertiser and the Trilane .!.ssocia tes 2 Inc •• 
c. Qualifying for the Bid ~sts 
In order to obtain a prime contract a firm 
must get on the mailing lists of each procurement 
agency buying its product or service in order that 
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they will receive invitations to bid or request for 
·proposals when the procurement agency in question 
wishes to buy the items or services the prospective 
contractor is prepared to furnisho The following 
process must be followed~ 
The contractor must wirte a letter on its 
letterhead to each procurement agency interests~ in 
buying its product or serviceso The cited letter 
should request tba t the contract or be placed on the 
bid or quotation invitations list of that agency for 
all the items or services it is qualified to furnish, 
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or those the contractor wishes to sell to the Governmento 
The letter should list the products wished 
to be sold to the Government, stating specifically 
what is now produced and what could be produced if 
given a contracto 
a short statement of the concern's e.xperience 9 
what it produced for the defense effort in the past, 
current contracts with Government ~gencies, legal, 
fTnancial and technical status 9 number of employees 9 
siz_e and capacity, a general description of machiner•y 
and special equipment, and special capabilities, must 
be re~eredo 
The prospective contractor may be automaticSllly 
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put on the mailing list of the specific procurement 
agencies in order to receive Invitations for Bid or 
Requests for Proposals without further investigationo 
·ether procurement agencies require that a form be 
filled out and returned before they will give a concern 
any consideration whatsoever~ 
In summary 9 some Government proc~emen~ 
agencies only require· a letter as a prerequisite to 
qualify for the bid lists~ others require a questionaire 
Which is furnished on request~ others require a 
descriptive brochure$ while still others require various 
combinations of the above indicated a·ocumentso 
Usually before an award is made~ a team of 
expe-rts is sent by the procuring agency to survey 
the organization9 plants 9 facilities and operations 
of a prospective contractoro Such surveys cover every 
phase of the past 9 present 9 and future operations 9 
financial set=up and status~ production records and 
contractual performance$ personnel and labor relations 
and agreements 9 plant facilities~ security 9 availability 
of transportation 9 adequacy of power and fuel 9 and 
~11 other factors which have a direct bearing on any 
prospective contract 'performanceo 
62 
Do Speci:f'ica.~ions 
Government procurement agencies stricly 
adhere to written specificationso These specifications 
may be in the f'orm of' purchase descriptions written 
es~ecially f'or a particular contract or for standard 
iteruE ordinarily purchased by·~he procurement agencyo 
Copies of/or reference to appropriate specifications 
I 
and standards are part of every Invitation for Bid$ 
Request for Proposals and formal contract$ with 
exception of' {1) research and development projects 
where the project is usually described in more or les's 
' ' ~ 
general tei'm's',9 · (2~ ·items which are to b'e assigned 
Federal or coordinated speeif'ications.., (3) spare 
'· " 
parts$ (4) items for the maintenance and operation of' 
established installations which are normally of a 
nstock" nature.., and (5) supplies usually not covered 
by a specification. 
~ purchase description either sets forth 
a'll the essential requirements to be met or.., in 
unusual cases involving technical construction,9 may 
refer to the name of one or more makes of the item by 
brand nameso The latter is not a consistent standard 
practice and if used~. repeatedly f OF a· particular item 
will soon result in the setting up of a standard 
specification.,. 
Under research and development contracts the 
Government may specify only general characteristics or 
minimum performance requirements. This action leaves 
the details of the original design to the contractor.~~ 
as in the case of a new type of highly complic~ted 
mechanism~ such as aircraft or electronic deviceso 
Usually the original design is modified by change 
order. NeverthelesssSl the Invitation for Bid or the 
Request for Proposal usually states the precise grade 
and type of itemS) or the method of inspection to be 
used on the contracted item. 
One of the most important steps to be taken 
prior to attempting to sell a ttstandardn item to the 
Government is determining whether it complies with 
Government speci.ficationso In.all other cases the 
required item specifications should be studied care-
:t'ully prior to the rendering of any bids or entering 
a negotiation proceeding. 
E~ .Contractual (}uides, Standards and Limitations 
1. Armed Services .Procurement .Act and Regulation 
Since World War II the Congress has enacted 
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~gislation in an attempt to codify the laws governing 
procurement in their broadest aspectso The principle 
statute which is permanent in nature and considered 
as the general directive to GGvernment procurement is 
the Armed Services Freeurement Act and the resultant 
4rmed Services Procurement Regulation (ASPR)o 
The House Report· st~tes that this statute 
represents a comprehensive revision and re8tatement 
of all the laws governing the procurement of supplies 
and services 11 by the armed force·so At the same time 9 
~t pulls within the framework of one law almost a 
century's accumulation of statutes. and incorporates 
new safeguards designed to eliminate abuses~ assures 
the Government of fair and reasonable prices for the 
supplies and services procured 9 and afford an equal 
opportunity to all suppliers to compete for and share 
in the Government is business"o29 
The Senate Report states that the statute 
will "aid in the development of a larger number of 
known and capable suppliers geographically spread 
64 
over the entire country9 thua affording added production 
security in the event of an emergency and assist in 
establishing insurance against acute production bottle-
neeksuo30 
,.IJ 1 2 0 .Appropria titon Bills 
!nother Congressional statute which governs 
procurement is the annual or special appropriation 
bills~ Quite ofteng special terms and conditions are 
attached to thes.e' bills w':Q.ich modify the normal course 
of the procurement process which would ordinarily be 
followedo-
The contractor is usually limited strictly 
by the amount of the annual or special appropriation 
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as it applies to his contracto Thus~·a contractor will 
I- ' be refused added reimbursement on his increased 
incurred cos'ts due to either change orders or> ove!l'-
;uns9' it. the amount ot the specified appropriation is 
not sufficient o 
If a change order increases the contractorvs 
scheduled work and resultant incurred costs 9 he may 
obtain reimbursement up to the remaining amount of the 
appropriat~on that is ~vailable~ but no moreo It 
should be specifically noted that the Court of Olaims 
has held that a contractor is no·t accountable with 
knowledge of the status of a genera'l or specific 
appropriation accounto Thus 9 if the Government suspends 
work because of the limitation of the specified 
appropriation under which the contract is being 
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per'forln:ed·9 the contractor is entitled to a judgment 
for damages sustained as a re.surt of the breach of' the 
contract.o 
3 o .Appropriat·ion Technicalities 
By statute 9 money appropriated by Congress 
for procurement by a Government department remains 
available for expenditure (payment.]' for three fiscal 
yearso The fiscal year in question begins on July 1st 
and ends on the succeeding June 30tho Thus 9 if an 
appropriation is made on July 1 9 1958 9 it can be 
carried ova!!' and expended unti 1 June 30 9 1961. .A 
contractor entering into any· contract after .July l 9 l958 
should be certain that he oan complete his contract 
by the end of' the third fiscal year 9 June 30 9 1961 9 
and claim c·omplete reimbursement of all costs incurred 
prior to that dateo If' he cannot meet this deadline he 
may not be reimbursed .for that protion of' the contract 
performed after the "carry over'~- per.iod has.. terrnina ted .. 
Normal appropriations are only av~ilable for 
incurring obligations during a specific year 9 thus 
t~ey.are known as annual appropriations~ Other 
appropriation bills may specifically provide .for a 
specified period beyond the .fiscal y.ear during which 
·obligations may be incurredo These are known as 
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multiple year appropriationso Lastly 9 Congress may 
also specifically provide f·or an appropriation possessing 
no time limit on its availability for obligation and 
expenditureo 
Most appropriations are of the annual type. 
At the end of the specified fiscal year they are not 
available for further obligation but subject to 
expenditure until the termination of the three year 
"carry over" periodo These are' called "expired 
appropriationstto The money not expended after the 
ncarry ovei"v- period is placed in the surplus fund Gt 
the ~Peasury of the United States.. Such appropriations 
are said to have "lapsed"., If on the other hand 9 all 
the money is an appropriation is spent 9 it is said to 
have be·en n exhausted tt o 
If a contractor has not completed his contract 
before the appropriation "lapses" and has not been paid 
on costs incurred thereafter 9 he may sue for appropriate 
reimbursement in the Court of Claims or fi2e a claim 
with the General Accounting Dffice for the amount dueo 
Such a claim must be filed within five years after the 
1 
termination of the uc·arry over" periodo The General 
.Accounting Pffiee will usually investigate the claimSI 
S.nd 9 if just 9 report the amount due to the.Treasury Of: 
the United States in the form of a Certificate of 
Settlement o The Treasury in turn reports it to the 
~peaker of the House and the presiding officer of the 
Senate as a certified claim requiring appropriate 
actiono 
4o. Anticipatory Appropriation 
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Under certain circumstances Congress grants 
authority to let contracts without appropriating the 
funds to reimburse the contractoro A, typical contractor 
in such a transaction is one producing and selling 
items requiring very long "lead timen 9 such as tanks!) 
airplanes 9 ships 9 missiles systems 9 etco!l which db not 
require Government funds during the preliminary phase 
oB the contracto Such a contractor may safely proceed 
under such a contractual authorization since Congress 
will never f'ail to make good its implied promise to 
appropriate the funds required for future paymerito 
!gain it should be stressed that ordinarily no invest-
~ent of any kind should be made by a contractor until 
he has·in his possession at least a Letter of Intent 
or Letter Contract setting forth exactly what are the 
Governmentis obligations and referencing a specific 
current appropriation authorizing the contractual 
transaction., The contractor is advised not to :make 
any expenditure in preparation tor performance of a 
Governi:nent contract until the Government procurement 
agency has wri tten 9 clearly and unconditionally, to 
reimburse him for all expenditures incurred in the 
performance of the contract, as well as the specific 
citations to the law or appropriation authorizing the 
expenditureo {s' previously noted.~~ the plans of the 
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Government procurement agencies cha:gge .. with great, ra·pidity $) 
and a contract promised orally, or even promised 
conditionally in writing, may not be forthcoming 
because of numerous changes in this age of constant 
' . 
obsolesence., 
F. Methods of rrocurement 
The two primary methOds used by the Government 
in procuring services and supplies form would-be 
contractors are by means of (a) negotiations and 
(b) formal advertising for or soliciting of competitive 
bids, and award., 
lo Neggtiation 
The following are a series of rules used bu 
Army Contracting Officers as a guide in the negotiation 
of contracts, and.so as such, should be thoroughly 
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understood and remembered by all prospective contractors 
preparing for any negotiation con:f'erence ~ 
Gontracing Officers should conduct contract 
negotiations to the best advantage of the 
Governmento They may bargain with any 
number of·interested suppliers at any time 
prior to the award of a contract 9 as deemed desirable and practicableo After receipt 
of the initial proposal9 separate negotiations 
:may be conducted with a:ny source of supply 
submitting ap off'ero The contract should 
be placed with the supplier making the 
best final proposal3and who bas the requ·isi te ability to performo 4 
Negotiation=--=will be accomplished to the 
end that maximum pr~cing benefits ~rom 
all negotiated transactions nay be realizedo 
Benefits are obtainable through complete 
negotiations of' transactions 9 particularly 
when one or several of the proposals 
indica-te 9 as it is otherwise evident 9 that further negotiation may .~.~sult in better 
pricingo During negotiati.ons potential 
suppliers must be informed of the 
provisions which will apg~ar in the 
contract to be executedo 
It is the policy o:f the Army to obtain 
the maximum use of funds 9 and to secure 
the largest possible ~uantities of 
materials of requisite quality which 
can be purchased with those funds o To 
that end 9 ef:forts will be directed 
towards close initial pricing and close 
pricing on redetermination.~~ rather 
than to rely on recapture of excessive 
profit by statutory renegotiationo35 
·It is the policy of the Army to secure 
ttclose pricestt which will be fair both 
to the Government and the contractor 
and which will pro"'!ide an incentive 
:for efficient perfor;mance by establishing 
an adequate margin ·Of profit and by 
eliminating allowances for contingencies 
to the greatest extent possibleo The 
objective of this policy is to keep 
management alert in an effort to avoid 
increased costs which would reduce the 
established profits~· and to reduce costs 9 
if possible~ in order to increase ~ge 
opportunity for additional profit. 
F.rofit or fee allowances will be 
determined sepera·t·aly un.der each contract 9 
and "across the boardtt agreements with 
contractors as to rates of profit or fee 
will not be madeo The determination of 
a fair and reasonable profit or tee is 
a matter of sound business judgmento 
There are no conclusive rules or 
formulas which would be suitable for 
uniform application~ however 9 in arriving 
at a fair and reasonable profit or fee 9 
the following factors should be consideredg 
(a) Type of contract 
-(b) Per.fprmance risks 
{ C·) Record of efficiency in 
prqduction 
(d) Character and extent of 
subcontracting 
-(e) Reliability of contractor w s 
cost estimates 
(.f) Equipment~ facilities, or 
financial assistance 
furnished by ~he Government 
_{g) Invested capital 
(h) 'Possible present or future 
benefits to the contractor {i) Value added by_the 
manufacturing process 
{j) Contingency factors 35 
Similar statements and guides are operative 
under Air Force and Navy procurement procedureso 
All negotiated terms and conditions are 
usually incorporated into the formal contract and 9 
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as such~ the contractor cannot collect for items not 
specifically covered by its terms nor can he deviate 
from the conditions effecting total contract operations~~ 
2 o Advertising 
Usually a mailing list of contractors who 
have established their fitness and ability to fulfill 
contract requirements is maintained by each procurement 
agency or a group of closely related procurement 
agencies.~~ 
When practicable to do soP most ~ocurement 
agencies solicit bids or quotations from at least 
three responsible sourceso 
Procurement by formal advertising will be 
exercised only when time permits and delivery require-
ments are not jeopardized during periods of National 
or International Emergencieso 
Adverising is normally entered into when 
procuring standard commercial supplies and services 8 
when sufficient specifications or detailed descriptions 
are readily available» or when formal advertising will 
expedite the procurement of needed items$ or when 
no important factors such as the time of delivery 8 
other than ~ice 9 exist 9 or when the list of supplies 
is ·extnesive 9 .full competition is desired and advertising 
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will be more efficient and expeditious than negotiationo 
Go Who Can Qualif'y as a Government Contractor 
~ny contractor who produces an item or 
renders a service to be or normally purchased by ~e 
Government~ that is financially and otherwise able to 
perf'orm the work under the wbuld~be contract and is 
qualified and eligible by lawv may obtain a Government 
contract o 
A list of' ineligible contractors and 
disqualif'ied bidders is prepared by each and every 
procurement'agency and department and interchanged 
between themselves in order to preclude the improper 
awarding of contract8e 
Ho Production Pools 
Production pools represent a divergence f'rom 
the normal Government=-si~le contractor relationship~ 
During World War II production pools were 
in general usage and have since been authorized by 
.. 
the Defense Yroduction Act of 1960o To date they 
have not been used on a very widespread basis 9 but in 
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view of the constant expansion of our overall National 
Defense and missile systems networkg many such forms 
of business ventures have arisen and will most likely 
continue to grow in number .. 
The plans for the opeTation of such a venture 
must be submitted to the Small Business Administration 
for approval., Production pools may be within the 
prohibition o:f Federal anti-trust laws or Federal 
Trade Commission regulations and as such~ it must be 
clearly indicated that they are in the public interest 
as a contributing factor to the National Defense effort~ 
in that~ 
(a) the poolis facilities will accelerate defense 
production., 
-!b) a more effective distribution of defense 
contracts among smaller business enterprises and a 
resultant spread of employment will materialize .. 
(c) defense production will be further decentralized 
for the protection of our nationts industrial facilitiese 
There are three basic types of production 
pools., The first is known as "omaha Industries 9 Inc .. "., 
This type of pool was organized in Omaha$ Nebraska in 
the spring of 1951 and conisted of approximately 100 
small manufacturers incorporated under the laws of that 
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state. Each member firm paid a membership fee~ with 
membership open to other manufacturers in the surround-
ing areao The members possessed many varied skills and 
facilities~ The pool was singularly concerned with 
defense work specifically excluding all normal 
commercial businesso 
The second type of pool~ known as the *'Mother 
Hen" type 9 is usually organized by a large contractor 
together with a number of smaller businesses. The 
larger concern then attempts to obtain defense 
contracts on behalf of the group aa a whole 9 but in 
its own name o 
The third type of pool is an unincorporated 
association composed of member companies and administered 
by a manager or executive committeeo The prime contract 
is usually taken in the name of one of the member 
companies. 
Many of the several hundreds of production 
pools formed in World War II proved to be unsuecessfulo 
This situation was caused by the lack of a single 
individual or central organization dapable of securing 
and maintaining the respect of its members as well as 
the lack of sufficient capital to cover the costs of 
operations between the initial organization and the 
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receipt of returns from the first contracto 
Ie Classified Contracts 
~lmost every contract with the Government 
involves some form of "classi.fied" mili ta.ry information 
or matter which in the interest of National Defense 
and security must be safeguarded by the contractor 
against unlawful dissemination~ duplication or 
.. 
observationo This information and matter is not re= 
stricted to plans and specifications or documents 
containing such information~ but also alludes to oral 
information and recordings~ physical objects such 
as the products and materials from which they are made 9 
as well as the processess utilized in their development 
and productiono 
Cla·ssified fn.foJ?ma tion and ma. terial is 
usually segregated into one of three classesg 
lo Top Secret==the security aspect is paramount 
and unauthorized disclosure would cause exceptionally 
grave dama.ge.to the Nationo 
2o Secret--the unauthorized disclosure would 
endanger national security~ or might cause serious 
injury to the interests or the prestige of the Nations 
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3 o Confidential=-the unauthorized disclosure 
' , 
would be prejudicial to the national security or 
prestige of the NationG 
411 prospective contractors or subcontractors 
must obtain a 11Facility Security Clearance" for some· 
or all of the firms! employees and plants prior to the 
dissemination of, information necessary to prepare a 
bid for or to negotiate for a contract or subcontract 
inv@lvi~g classified mattero Even after the award of 
a classified contract or subcontract all employees 
connected with the work thereunder must be investigated 
and cleared prior to being allowed to work on the 
specif·ic contract work .. 
A "Facility Security Clearance1' consists of 
two parts.. The first part cqnsists of a check of 
personnel.. If completed successfully, the prospective 
contra·ctor or subcontractor will be ·given a· Letter of 
Conse:6.t., 
The second part co:nsists of an investigation 
of the physical facilities and p[ant where the contracted 
work is. 'to be performed.. An inspection and survey is 
' made to determine whether the plant has physical 
:facilities adequate for the protection of classified 
matter~ The desired requisites call for the availability 
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o.f plant guards 9 properly safe storage facilities .for 
blue prints and other technical data 9 a control system 
for the marking and fi'ling of classified data 9 a 
similar control system for its issuance to and return 
by only classified and authorize4 personnel 9 the 
segregation of all classified materials 9 supplies 9 
products'and processes in order to preclude unauthorized 
access 11 the control of all areas wherein cJ.a ssified 
work may be in progress 11 and the issuance and conrol 
of employee identification badges. 
Usually acti6n for the necessary clearance 11 
where needed.~ will be ini tia·ted concurrently with the 
issuance of an invitation to bid or proposals by the 
interested procurement agency or prime contractoro 
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VI., FORMS AND TYPES OF CONTRACTS 
Government contracts are classified in 
·. 
varying wayso Contracts of the military departments 
are frequently designed to meet the special requirements 
of unusual situations and as such reflect various 
specific characteristieso All contracts have certain 
standard clauses 9 required by law and regulationso 
Appendix A sets forth those standard clauses· ·contained 
in a subcontract between an Air Force ~ime contractor 
and a first tier subcontractor., It should be noted 
~hat the contents of this document and one between 
the United States Army and a prime contractor are 
almost identicalo 
.Ao Format of the Contract 
It has been previously indicated that 
contracts may be· either (1) formally advertised or 
(2) negotiatedo Thus 9 one method of classifying 
Government contracts is by the format of the contracto 
.Advertised contracts aJ?e in the form of an invitation 9 
a bid 9 and an award., .A negotiated contract is usually 
a single documento In some cases 9 a mere purchase 
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order is the only rorm or contract used.. Laases 9 
and other dirrerent rorms or contracts such as racilities 
contracts 9 call-type eontracts 9 supplemental agreements 
and change orders will be considered in light or their 
primary elassirications .. 
B .. General Subject Matter of the Contract 
One or the most common methods or classifying 
Government contracts is by the general subject matter 
or the contract .. 
1.. Supplies 
A contract may be ror supplies 9 defined by 
the Armed Ser~ices Procurement Regulations as "all 
i 
property except land or interest in lando It includes 9 
by way or description and without limitation9 public 
works 9 buildings 9 facilitias 9 ships 9 floating equipment 9 
and vessels or avery character 9 type and description 9 
together. with parts and accessories thereto; aircraft 
and aircraft parts 9 aeeessories 9 and equipment~ machine 
tools;~ and the alteration and installation or any of 
the foregoing .. "33 
2 .. Services 
A contract may also be for only services .. 
Such a contract may be for personal services by a 
member ef one of the professions or a specialist in 
some particular field or for non~personal servieeso 
A true service contract seldotnP if' ever, involves an 
end-item of any tangible propertyo 
It should be noted that personal service 
contracts for non-professional services cannot be 
entered into .tt.the serviee can be performed at less 
cost by regularly employed civil serva:mtso 
3~ Research 
A research contract involves services of a 
specialized research nature, requiri~g extensive 
study and ii:J-Vestiga tion usually leading to reports or 
.findings relative to the work performedo 
4o Development 
BJ. 
Davelopment contracts are very closely related 
to research contracts.., Usually the two are commonly 
combined to create Research and Development (R and D) 
contractso The object of a development contract is 
to create a new or improve an existing tangible end 
item or theoryo It should be noted that research is 
always a requirement of such an activityo 
Research and Developme.nt contracts are usually 
negotiated because of theelassified nature of the matters 
involved or because of the highly speclalized nature 
of the work to b& done thereundero 
The procedure for 0btaining requests for 
proposals from the procuring agencies is similar te 
that for getting on bid listso In brief 9 the resealrch 
organization desiring contracts must first write 
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a letter to the procurement agencies most likely to 
have a need for the specific'type of research performed 
by the organizationo The letter should set forth 
.such information as the followingg 
ao Organization informations. 
(1) Type 9 ioeo 9 co~p~~ation 9 partnership 9 
- propr~etors:Q.ip 9 educational {profit or 
non-profit institution)o 
.{2) If incorporated 9 in what stateo 
(3) :Parent organization and/or subsidiaries 0 
(4) Total ~umber of employees 9 both within 
the e'n;ti:r>~ .. organization and those 
speci.f'ical'ly employed in research 
and development activitieso 
(5) Name of the person to be contacted in 
regards to any added.information 
relative to this type of contract 
work==the contract administratoro 
bo .The tna.me and brief biographical resume for 
each of the leading research·and development peFsonnel 
in the organization9 setting forth~ 
'(l) Educational backgroundo 
{2) Work historyo 
{3) Books or technical p'a.pers publishedo 
{4) Patents awardedo 
(5) Current field of endeavoro 
~o A short description of the more important 
laboratory and/or other facilities available for 
research and development useo 
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do Information pertaining to resear·ch ani develop= 
ment projects the organization has participated in 
recentlyo Such projects indicative of the major field 
Gf interest should be emphasizedo The "jack of all 
trades" approach will most likely preclude selection 
for a particular projecto 
eo If a descriptive brochure is available 9 a copy 
should be sent to the procurement agencies in que~tiono 
Frequently, the request for proposal will be 
extremely vagueo Specifications or drawings are 
seldom available 0 Frequently 9 only a desired performance 
characteristic is all the prospective contractor has 
to go on 9 or the request .for proposal will merely 
suggest a highly theoretical or a purely experimental 
studyj) In view of such conditions the contractor will 
be· will advised to stress such items as the following 
in negotiating a Resear.ch and Devel0pme.nt· contract with 
the Contracting Officer~ 
a .. Method of approach to the problem which is 
I 
anticipated,. 
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bo Understanding af the prablem indicated by suCh 
factors as; mentioning of difficulties to be encountered 9 
taking objection to portions of the statement of work 
which are not feasible 9 and references to pertinent 
literature and related work in the field eoncernedo 
c .. ::Personnel~ equipment and facilities. available .. 
do Organizationvs background 9 both technical and 
fina.ncialo 
e .. Soundness of past and present management .. 
r o Elements of cost estimated to be incurredo. 
go Delivery dates of interim or final reports 9 
or the end item .. 
ho Types of contract and patent royalty consider= 
ations best suited for both the Government and the 
contractor o 
The organizations' ·Which have both research 
and production facilities but which seek a research 
or development contract should not assume that upon 
completion of the research and development contract 
they will be awarded a production contract.. If the 
research or development phase of' a project is successful 9 
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the procuring agency will usually call for bids or 
proposals on a production contract 9 if deemed advisable 
by the Service and supported by Congressional approp~it=> 
ation.. Anyone may bid or submit proposals based 
upon the specifications developed during the research 
and development contract .. 
xrocurement agencies are always open to 
suggestions from qnalified sources for· new and 
potentially fruitful research and development programso 
H:owever 9 proposals of this kind must 11 pin ];11o~nt 11 the 
objectives and describe the techniques to be employed 
with technical thoroughness 9 otherwise they will not 
be considered., 
Research and development contracts contain 
all the standard clauses required by law and regulations 
and such special clauses as are deemed advisable 
under the particular circumstances of the contract 
work .. 
Research and Development contracts may be of' 
either the cost or f'ixed=priee type depending on the 
nature of the work to be performed.. Such a project may 
take the form of a separate contract for a complete 
job or a master contract setting forth general conditions 
with task orders being issued from time to time to 
~......._r'\..-.................... 
cover progressive phas-es of the ppo:ject.., 
5.., Faciliti~s 
Facilites contracts are used when industrial 
facilities are furnished to the cm.tractor by the 
Government in order to assist or allow him to perform 
a contract or series of contracts relative to the 
National Defense effarto 
Co The Method by which the Obligation 
to ?erform is Incurred 
Another method of classifying contracts is 
the method by which the obligation to per.form is 
incurred.., These are~ 
lo Letter Contract 
A letter contract or letter of intent is a 
preliminary contract which may or may not obligate the 
partieso Such a contract is issued pending the 
negotiation and execution o:r a :final :formal contract 0 
It will usually authorize the contractor to proceed 
within certain specifically prescribed limits.., It 
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c should be constantly remembered that it is marely 
-h ... 
a statement o.f the Government us intent or a preliminary 
contract with or without a tentative agreed price 
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against which profits cannot be immediately recoveredo 
Such a contractual instrument obligates the Government 
to make a final 9 definitive contract within a specified 
time 9 and to reimburse the contractor for the costs 
he has incurred in the interime Such a contract is 
usually used when it is deemed essential to give the 
contraator a biruiiing commitment so he can start work 
immediately or when the nature of the work involved 
precludes an immediate negotiation of a final contra.cto 
A specific date before which the formal 
contract must be_ executed is usually contained therein 
along with provisions for termination if the final 
formal contract is not executede 
2o Notice of Award 
Notice of Award is the acceptance by the 
Government of the offer made in a bido It is signed 
by the Contracting Offi~er as the legal representative 
of' the Government o 
3o Basic of Definitive Contract 
Basic or definitive contracts supersede and 
follow Notices of Award or Letter Contracts 9 and impose 
legal obligations on the Government and 0n the c©ntractoro 
Such a contract spells out in detail the specific and 
detailed rights 9 duties and obligations of' both parties 
/ 
/ 
/ 
I 
as preliminar~ly 
/ 
/ 
Noti0e of Award .. 
./ 
l 
/ 
'. 
'· 
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the Letter Contra:~.ct or 
:~ 4 .. Call Contract """" L . . --~ 
A call~~ype cont;Jct--o51i~~es ~~cto;r-. 
~if ' ---~ 
to furllish supplies onll}jfiwe~ call by the Gover:mmelilt .. 
Such contracts are priJ::";ily used by the Federal 
Supply Service with variati0:as suited to the needs of 
other particular ageneiesl .. 
Each prospective contractor is advised of 
·the amount or quantity purchased during the preceding 
contract terms.. This may give the bidder some basis 
on which to compute his co~tso Ye~rly fluctuations 
~re not great in view of the static need for the 
various items covered by this type of contract.. Each 
agency ~rders items as needed rather than st®cking 
large quantities for :future use .. 
The successf'ul bidder will receive orders 
or "calls" directly f'l"OIJl 9 . and bill 9 the agency to 
which delivery is made.. Appropriated funds become 
Gbligated with each llcall" 9 not upon the execution of' 
the contract which possess a maximum value t@ draw 
against .. 
5 .. Open, Gontract 
Open contracts are used for the emergency 
--
\ 
\ 
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procurement of ·n CDff=the~shelf'" items~ such as spare 
partso Specifications are in geReral terms~ and prices 
may or may ~0t be agreed upon~ although t~e amount of 
appropriated funds obligated is statedo 
Frequently the military departments find it 
advisable to make provision for the speedy pPocuremeDt 
G>f n off'=the-shelf' 11 items which are not needed:: in large 
quanti ties·o Delays that would be ®ccasioned by the 
administrative red tape incidental to making an 
allotment of appropriated funds make the use of' the 
call-type contract :i.mpractic&lo In view G>f thisJJ 
an tr openlt contract is used 9 whieh in essence is a 
variation of the call-type contracto 
The u open" contract merely specifies the 
general type of' the items to be procured with no 
prices being set :f'ortho The required items are then 
procured as required on "ea.!lsn provided for in the 
contracto The maximum amount of obligated funds is 
specified in the contract 9 thus being the primary 
differentiating characteri.stie between the call and 
open c'ontract forms" 
6.o Master or Basic Agreement 
A master of' basic agreement is sometimes 
negotiated setting forth certain standard terms and 
conditions which will apply to and be incorporated in 
all negotiated contracts or a specified type that are 
to be entered inte by the parties at a later date. 
-· 
This action saves time and expense en the later~ 
individual contraetso Sueh contracts are amended as 
required by law and regulations and can be terminated 
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on prescribed n€>t1.ee by eitheF' party 9 as in all contracts o 
7o furchase Order 
A purchase order also Pesults in an obligation 
and as such is ~ncluded in this categoryo A purchase 
order has been defined to be a fixed price contract 
signed only be the Contracting Of'.ficer 9 to be used .for 
the purchmse o.f supplies or services f'rom an 
established price list or f®ll0wi:mg a written or eral 
quotation of' prices. 
1'u.J:>chase orders can be sub-classif'ied into 
the f'ollowing f'our classes$ 
a. A purchase order may be issued under an existimg 
contract& For example 9 the Federal Supply Service may 
have a contract under which any Government agency may 
buy the items specif'ied in the contract. These 
purchases are accomplished by the issuance of' purchase 
orders by the various agencies and are a request .for 
delivery under the terms of' the contract which specif'y 
~he item9 quantity 9 price, date and place of delivery 9 
and include various standard contract clauses required 
by law and regulationso 
bo A purchase order may be issued under a basic 
contract negotiated by the proeuring agency, such as 
master agreementso 
e·o ·:In some cases 9 the purchase order itself may 
be the contract 9 in which ca."se it will speci.fy all the 
terms and conditions required by law and regulatio"ns . ., 
do A purchase order may be issue·d for small 
purchases as a means of handling such transacti@ns on 
an economical and expedient basiso 
So Miscellaneous 
Task orders, task letters or job orders may 
be provided for in the call~type, open~end type, or 
indefinite quantity type of contract$o These are each 
virtually the same as a purchase order although each 
task order must be executed by the contractor as well 
as. by the Contracting Officel?o 
D.o Method of Payment 
The most. c0n:unon classification of GoiTernment 
Contracts is by kind or meth0d. of paym.ento 
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lo Fixed-Jrice Contracts 
The firm fixed-price, lump sum, or unit price 
contract calls for firm prices on designated supplies 
or serviceso This contract form is used when product 
costs can be estimated with reasonable accuracy and a 
fair price negotiatedo It is the easiest and least 
costly of all types of contracts to administer, both 
for the contractor and the Government o 
It is the only type of contract approved by 
the armed services for procurement by ~ormal advertising, 
and by agreed joint policy, is generally used for 
negotiated contracts. 
Army regulations have the following to say 
about the fixed-price contract~ 
When c0mpetitive conditions or available 
cost data are sufficient to indicate 
reasonableness of the price, the fixed-
price type of contract under which the 
price is not subject to subsequent 
adjustment affords the most effective 
means of reducing total cost to the 
Government~ It is under this type of 
contract that incentives to production 
efficiency are greatest .. _35 
From the contractors standpoint,.the risk in 
this type of contract can be greatly minimized by the 
inclusion of price adjustment clauses based on 
contingencies which may affect his costs during the 
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life of' the contract. 
2o Fixed-Price Redeterminable Contracts 
The fixed-price contract with provision for 
upward or downward Tedetermination is used when product 
cost factors are unstable or uncertain during the term 
of' the contracto Under an upward redetermination 
crontract the risk for certain contingencies which the 
contractor would otherwise assume and include in his 
price is borne by the Government, with the final 
contract price adjusted or determined based on the 
realization of' the various cited contingenciese 
Downward redetermination is used to assure the Govern-
ment of' the benefits of' reduced costs of' performance 
where achieved,. 
3. Incentive-Type Contracts 
The incentive type contract may take the form 
of' fixed-price or cost-plus-a-fixed-fee contracts 
containing special price or fee redetermination 
clauses. Usually a base or target price which includes 
a reasonable prpfit is established together with a 
maximum price or fee~ poth of' which are arrived at by 
estimateo Upon completion of the contract, the price 
is redetermined by negotiation based on actual costso 
Any cost savings are shared by the contractor and the 
Government. The profit or fee is on a sliding scale 
Which varies invers~ly with cost, but the final price 
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or fee never exceeds the maximum price or feeo If 
product cost equals the maximum or ceiling price 9 little 
or no substantial profit is made by the contractor. 
This contract form is. usually used in. cases involving· 
a reasonably long proou·ction run, .:when the contractor 
has an acceptable accounting system and adequate 
manufacturing experience, and when a reasonably close 
base or target price can be :negotiated. 
This form of contract is used only:when 
product cost is likely to be less with its use than 
under oth~r methods of procurement or when the 
contractorrs product cannot be secured without its 
useo 
The final costs are determined by negotiation 
upon the completion of the contract, with a supplemental 
agreement evidencing the final price being duly executed 
by the parties to the transaction. The cost determination 
is final and not subject to audit or review. If the 
parties do not agree, the matter is determined under 
the "Disputest1 clause of the basic or standard contract 
contentso 
4o Cost or Cost-Sharing Contracts 
The cost or cost-sharing type of contract is 
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primarily utilized by the Government when doing business 
with a non-profit or educational research institute.., 
Such a contr~ct provides for· the establishment of an 
estimate or total allowable cost in order to obligate 
current funds and establish a limitation on the 
contractor's reimburs~ble expenditures. Predetermined 
fixed or overhead rates, redeterminable at stated 
intervals are also provided for reimbursement action$ 
but no prevision is made f·or either a profit or a 
fixed fee., 
A ·contract of this type usually calls for 
the entrance into basic research and development which 
in many cases contributes to the knowledge and future 
standing of both parties to the transactiono It ia 
usually under such conditions that the cost=sharing 
aspects will be found acc-eptable by a ~centractor and 
incorporated into the cont·ract. 
5o Cost ~.l'lus-~-Fixed-Fee Contract 
The cost-plus-a-fixed-fee or "CPFFu contract 
provides for the payment of all allowable costs incurred 
in per'foming the coD;tract work plus a i'ixed fee or 
profit., A. ceiling or total cost reimbursement ·ievel 
is usually established., No price is specified, as the 
Government agency is reimbursing the contract0r for 
his cost plus a fixed fee or profit rather than a 
specific amount for units produced, if such is the 
case. If the estimate of total cost is changed by 
the Governmeht· to encompass additional scope, the fee 
may -change J> but for no other reason. Such contracts 
also provide for predetermined fixed or provisi0nal 
overhead rates, redetermined at stated intervalso 
The !rmed Services Procurement Act provides~ 
Neither a cost nor a cost-plus-a-fixed-fee 
contract nor an incentive-type contra:ct 
sha,.ll be used unless the agency head 
determined that such method of contracting 
is likely to be less costly than G"ther 
me·"bh®ds or that it is impracti~al to 
secure· supplies. or s-e:r;>vices o..:r the kind or 
quality required without the.use of' a 
cost or cost=plus-a-f'ixed-f'ee contract 
or an incentive-type contract.32 
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The Act also provides that the fee or profit 
may not exceed 10%' of the estimated cost of' the contract~ 
exclusive of the fee~ and not in excess of 15%' on 
experimental, development or research contracts, and 
6% on contracts for architectural or engineering 
services. However~ the ·armed Services Procurement 
Regulation provides that the fee may not exceed 7%' of' 
the estimated costs, exclusive df the fee, except that 
experimental 9 develGpment or research work may be as 
high as 10%' iff the s~'cretary of the department 
speci~ically approves such a pro~it rate 6 31 
Such contracts may also provide ~or an 
incentive provision by which the contractor's ~ee is 
increased i~ his costs are beloW? an e:sti:m.ated cost o~ 
per~ormance o 
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The Army contends that the ~ixed ~ee represents 
pro~it without risk and that the ~ee should there~ore 
not be determined by the amount o~ the estimated cost 9 
but by the extent and nature o~ the work supervised 
or the services to be per~ormed by the contractoro 
Factors to be considered are the simplicity or complicated 
nature o~ the work 9 the speed o~ turn-over 9 amount o~ 
work subcontracted 9 the ease or di~~iculty in 
supervising the subcontracted work 9 contractor 
financial support or outlay$ and reliability o~ the 
product producedo 
The ~ee or pro~it cannot be calculated based 
on a stipulated percentage o~ all costs incurred as 
such would result in a cost-plus-a-percentage=o~-co.st 
or 11G:P:Pc't contract which has been held illegal by the 
Congress., Such a situation would achieve. the direct 
opposite 0~ the inc-entive provisions by constantly 
rendering pro~it to a contractor on costs in excess o~ 
original estimateso Usually the ~ee is calculated by 
applying a stipulated percentage to a firm estimate~ 
contract cost base and will be so fixed even with the 
addition or incurrence of costs over or in excess of 
the original firm estimate~ as such, it is truly a 
cost plus a ~ixed ~ee. 
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The payment o~ ~ixed ~ee varies with the 
procuring serviceo The Army makes payment based on a 
~ixed value schedule payable monthly, the Navy ·makes 
payment based.en the relationship of ~ee to contract 
cost payable as an increment o~ each billingi while 
the Air Force will only pay fee upon the certification 
o~ a percentage o~ completion by the Contracting D~fieer,. 
The rate o~ the ~ee depends upon a number o~ 
~actors·.. Consid.era tions are the a:rnou:nt o~ Government 
owned ~acilities used by the contractor; ~inaneing 
done by the contractor or the· procuring agency through 
advance payment;, previous eooperation9 business wise or 
technically~ by the contractor; previous cest 
experience and record o~ accomplishment by the contractor; 
nature of the contractor's business; nature o~ the work 
to be done; bene~its that may accrue to the contractor; 
the perf'ormance risk takeri by' the contractor;: the 
na tu.re and e xt.ent e~ subeontraeti:cg involved; a-n the 
Gover:mnent t s need ~or tme C'on'binued services of' the 
contractoro 
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6o T-ime and Materials Contract 
Time and materials contracts provide for 
payment of materials at' cost and for direct labor hours 
at specified hourly rates which include direct labor 
costs,· ov·erhead application, and profit., 
The Co'ntracting Officer justifles his use of 
this type of contract by compari~ the current hourly 
rates with previous Government contracts of the same 
type, with rates normally charged copnnercial coni{_r_q.:ot:s--.. / 
.: ·~ ·' -
·c-... ,• 
of this type~ and with existing contracts wit~i~ther 
-.. 
agencies .. 
The use of this type of contract is ·:i;Sua.lly -
">, -
avoided if any ®ther types ar-e of equal or greater -' 
advantage to the Governmento 
Detailed regulations govern the use 0f the 
time and materials or so-called "labor-hourn system of 
purcha~sing. Such contracts will be used only when it 
is imposs·ible to accurately estimate the amount or 
duration of the work or antlcipate costs with any 
substantial degree of accuracyo Such being the ease, 
it is primarily used to procure~ 
a .. engineering and design services in connection 
with the production or supplieso 
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b .. the engineering, design and manufacturing of 
dies, jigs 9 fixtures 9 gauges and special machine tools. 
Co repair worko 
d .. outside work on regular production in emergency 
cases. 
Time and materials contracts specify the 
specific kinds of direct labor to be employed on the 
contract, and should specifically exclude all forms of 
non-productive personnel. Separate straight$ overtime, 
and double time and defi~te hourly rates for each of 
the various classes of labor to be employed mre quoted 
with the contractor agreeing to~ 
a .. use only a fair and reasonable amount of 
overtime and double time laboro 
b,. specific maximum amounts which cannot be exceeded 
without the approval of the Contracting .Qf£icer4 
Co no overtime or double time will be employed 
without the prior approval of the Contracting Officere 
It should be noted that contractors are not 
permitted to profit by subcontracting and various 
preventive clauses are included in the contract to 
protect the interest of' the Government .. 
Since the work to be performed under this 
type of contract is on a job order basis, all record.s 
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must be detailed~ complete and accurate, supported by 
daily time cards and records of payment for labor and . 
material and auditable at all timeso 
Contractors negotiating contracts should insist 
on that type of contract which affords them the most 
adequate protection under all the circumstances of the 
particular caseo Once the contract is executed, 
amendment of the provisions covering price and method 
Gf paynent is extremely difficult and time consuming. 
In all cases of either negotiated contracts 
or advertised contractsc~ prior to execution, the 
contractor and his attorne:y should examine all the 
terms of the contract profferred by the Government 
in order to insure that it does not contain any terms 
or conditions impossible to fulfillo If such conditions 
are disclosed, the contractor should insist that proper 
corrective action be taken prior to the signing and 
execution of the contracto 
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VII. CONTRACT FINANCING 
Under certain conditions defense contractors 
will be afforded financial assistance by the procuring 
agencyo Such assistance may take the form of direct 
loans, guaranteed loans, progress and partial payments, 
or advance paymentso _The Secretary of Defense has 
promulgated a financing policy incorporating it into 
'• 
the Armed Services J>r®curement Regulations under the 
title ,4\ppendix E; Government Contract Financing 
Regulations. 
Financial assistance will only be provided if 
essential to ~ and to the •e:XteE.t reasonably reJgtuired .toi;, 
prompt and efficient performance of either a prime or 
subcontract. Such assistance is actually aimed at 
aiding procurement at a minimum 0f risk to the Governmellto 
· ~ans er advance payments are only extended 
where the contract work is essential and alternative 
sources of financing are not readily available on 
reasonabl6) terms o 
The preference in forms of financing as viewed 
by the Government are~ 
(1) Private financing 
. (2) :Progress peymants t0 reimburse the contraetor 
:for cost·s incurred in his work-in-process prior tG 
delivery, the GGvernment retaining a lien.; G~ parital 
payment upon the acceptance o:f. ccn1tra·ct worko 
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(3) Guaranteed loans, {w~th :financing institutions 
participating) under Public Law 774s 81st Congress and 
Executive Order 10161 11 primarily :for working eap~tal 
purposes, and not :for :facilities expansion, (popularly 
known as "V~JQan") (It 
(4) Advance paymentso 
(5) Direct loans---generally utilized :for :facilitie 
expansion., 
Ao Direct Leans 
Direct lota.ns- may be extended to business 
enterprises :for (1) the expansion o:f production capacity, 
(Z) development o:f tecl:mol0gieal processes j) 0r 
{3) production o:f essential materials necessary to 
insure our present state o:f armed de:fense readiness. 
Such loans are authorized by the President as dictated 
by the De:fense Producticm Act o:f 1950 ·and its later 
A.mendmentso 
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Bo Guaranteed Loans 
The Defense Production Act of 1950 authorized 
National Defense procurement agencies to,_guarantee 
in whole er part any public or private financing 
institmtion against loss of principal or interest on 
any loan, discount or advance made by such institution 
iu connection with a defense procurement contract held 
by a contractor or subcontractoro 
.Such guaranteed loans 9 usually called nv -I&l>ans n, 
are essentially the same as other loans made by financing 
institutions without guarantee 9 exept. that under the 
standard form of guarantee agreement, the g·uaranteeing 
agency is obligated on den:and of the lender to purchase 
a stated percentage of the loan and to share losses in 
the amount of the guaranteed percentage. Subcontractors 
at any level, prime contractors holding numerous prime 
contracts with one or several pro curerre nt agencies are 
readily able to obtain such V-loans from their banks 
depending solely upon their having satisfactory c~e~it 
·ratings-, This form of financing is also available to 
potential contractors, who may file for a loan bas~d 
®n anticipated businesso The guarantee agreement under 
such circumstances will not be authorized until the 
105 
de~ense contract or subcontract has been execut0 d .. 
The policy o~ the Department o~ De~ense is t~ 
use this type o~ l$an primarily ~or working capital 
purposes g and not ~or ~acilities expansion unle·ss a 
relatively small part ·o~.the loan is used ~or the 
latter purpose .. 
The Federal Reserve Bank is authorized to act 
as ~iscal agent o~ the Government 9 unless it is making 
or participating in the loan9 which it is authorized 
to do., 
Contractors 9 supplie~s 9 or subcontractors at 
any level, may apply ~or a V-l0an through any private 
financing institution.. I~ the latter decides Governmellil.t 
guarantee is necessary~ the procedures iO:ff l;he Federal 
Reserve Board provide that any private ~inancing 
institution rray submit to the lfede.ral Reserve Bank in 
' 
its district an application fot a guarantee e~ a l@an 
t,l· 
lii>:B an eligible l:i>orrower 0 an el·igible borrower is 
one whose contract is determined and certified by the 
guaranteeing agency t0 be necessary to expedite production 
and deliveries ~or the National Defense.. The Bank 
submit·s a copy of the applicati<Dn to the agency and 
,. 
:rmy 'suomit schedules 01'; the prospective borrower r s 
contracts to the interested Contracting ~~~icers .. 
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·'If the a.pplica tion is a.ppr eved by the Contracting· Officer __ , 
of the guaranteeing agency he issues a Certificate of' 
Eligibility and Findings and a. report wb!ch he transmits 
to the contract :financing off'ice or his agencyo The 
Federal Reserve Bank l:nB.kes a credit investigation ·and 
then submits a report and recommendation to the Federal 
Reserve Board which9 in turn$ transmits them to the 
guaranteeing agency in Wa.shington9 Do Coo If the latter 
::uppr-oves the a.pplica tion 1 it authorized the Federal 
Reserve Bank to execute and deliv$r the guarantee 
agreement on behalf of the guaranteeing a.gency 9 which 
it does as fiscal agent of the United Statese Terms 
and conditions are imposed 9 generally including an 
assignment of the borrowerts claims on his def'ense 
contracts as security :for the 1oan9 and mortgages on 
fixed assets 9 or liens 9 where necessary to :fully protect 
~ t If t~- borrower has contracts with the u~vernrnen e .I..IP 
several ageneies 9 the agency which bas the preponderance 
of interest, dollarwise9 is the guaranteeing agancyo 
authorize the Federal Reserve 
The guaranteeing agency may 
applications for guarantees without Bank to approve 
submission to the guaranteeing agency :for approval9 and 
.1- be amended as the 
existing guarantee agreemenus may 
contra.ctorts position changese 
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Loans are limited, ordinarily~ on an asset 
basis, to 90% or less of the borrower's investment in 
defense production contracts$ altho~gh in very exceptional 
cases 100% loans may be ma.deo 
Co Advance Payments 
.Advance payments are rendered to prime c 
contractors only prior to, in anticipation of, and for 
the purposes of complete performance under a contract 
or series of contractso 
Advance payments are ·a>nly authorized in 
connection with contricts which no financing institution 
will make a reasonably adequate loan~ research an:l 
development contracts with non-profit institutions, 
contracts for the operation of C!overmne nt-Owned-
.Contractor-Operated facilities. 
The decisions to make such payments must be 
based on wyitten findings that tb.e payments are in the 
public interest or in the interest of the National 
Defense and necessary to procure required supplies or 
services under a contracto 
~dvanee payments are to be distinguished from 
tlPs.'rti;l payments or progress paym:ents"'o The former are 
~08 
l.@ans or advances on negotiated contracils prior to and 
in anticipation of complete performance under a contract. 
Only prime contractors ar$ eligible~ but prime contractors 
can use advance payments to make sub-advances to sub-
contractorso Advance payments are iliiquidated rrom 
payments due the contractor based on unit completion 
per.f"Ormance. 
Contractors can obtain authorization for 
advance payments only under unusual circUllLStanceso 
Department of Defense policy prefers a guaranteed loan 
to the making of advance paymentso 
.Advance payments :may be made UDier either 
negotiated contracts or under contracts awarded on 
competitive bids after fermal advertising in any amount 
up to the amount of the contract~ on adequate securiily, 
if in the interest of National Defense, if it is deemed 
necessary to procure the required services or supplies, 
if no other contractor is available to furnish the 
item required without advance payments, if no other 
means of adequate financing is available to the contractor, 
and if the amount of the advance is predicated upon 
the f'ullest possible use of the contractor's own working 
capital. 
The advance payme:n:t agreement provides for the 
deposit of all payments into a special bank account, 
withdrawals being closely supervised, together with 
numerous other restrictions aimed at protecting the 
Government's interest~ 
D~ .Progress Payments 
109 
A progress payment is de.fined by the Department 
of Defense as a tlpayment made to a contractor as work 
progresses.. Amounts usually are based upon actual 
expenditures~ work performed, or a particular stage o:f 
completion"~37 Such payments are common under all 
fixed-price negotiated contracts of large dollar values 
for items requiring a l<Dng production lead time.., 
The Government takes and retains until 
delivery a lien on the items for which it makes progress 
payments as security .for tbe payments made.. The lien 
is liquidated by deductions from payments made upon 
subsequent deliveries o.f .finished goods previously 
reflected as work-in-process as the basis .for progress 
payment requests., 
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A partial payment is defined by the Department 
@f De.fense as. a tt·payment a.uth<Drized under a contract 
upon completion of delivery Gf ene er more complete 
units called f0r under the contract, or upon completion 
of one or more distinct items er service called .for 
thereunder n .. 3 6 
Partial payments may be made by the procuring 
agency to the contractor a;C:ter a p:o:vtion of the supplies 
or services covered by the contract have been delivered 
and accepted .. 
VIII. ~ROBLEMS ENCOUNTERED BY FINANCIAL MANAGEMENT 
RELATIVE TO NATIONAL DEFENSE CONTRACTS 
· In addition to the previously indicated 
factors, which in many ways discourage pr~spective 
and highly qualified contract<:>rs f'rom entering into 
Government work, are the f'ollowing considerations: 
~. The Need for a Contractor to Meet Very Rigid and, 
in SGme Cases, Unattainable $pecif'ication Levels 
It is not unheard of for the Government to 
request prospective contractors to produce items, 
heretofore n0t commonly produced 0r even available 
on the researeh market, possessing specifications 
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above and beyond ahy known to be usable in present day 
military ttb.a.rdware" or operational components. If the 
contractor in question does not adequately protect 
himself prior to the execution of' the definitive 
contract, he :may very well f'ind himsell "holding the 
BBJgtt while attempting to complete research and 
development activities to the limits of' known scientific 
principles on an unattainable project .. 
This is only one example of' what bas __ L---
consistently :raced contracto:n-8 in this constantly 
e~pa.nding f'ield of' electronics wherein a highly 
advanced technical advancement becomes obsolete 
oef'ore it is put into f'ull productiono 
B. Record Maint e:na:aGe 
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Another factor which greatly complicates the 
attractiveness o·-r Government contract work is the need 
to maintain accurate, complete, and constantly auditable 
recordso !resently Government contracts contain 
provisions whereby the auditable financial records may 
be physically transf'ei-red to the Government or maintained 
by the contractor at his @Wn f'acilitieso In almost all 
cases the contractors prefer the latter arrangement 
whereby he is in constant control of' his original 
financial and accounting support documentationo If' the 
contractor so selects this manner or record maintenance, 
he is under obl~gation to maintain such records in a 
readily available status f'or a period of' six yearso 
In today's very complex operations it is astouding 
the number of' documents which are needed to complete 
one small transaction •. 
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c. Audit Support Documentation 
Aside from the need to maintain such records 
for six years and the size of the facility which must 
be nmintained for such storage activity, is the method 
by which such documentation must be put together in 
order to support the costs incurred under each contract 
as well as the need for constantly expanding reports 
and detailed voucher presentation. The Gevernment 
is constantly aware o:f the numerous yet minor 
dis.crepaneies uncovered during independent. a.udi t 
evaluation o:f cost incurrenceo In certain instances 
the Government has taken a firm stand in order to 
reduce the issuance of Notices o:f Suspensions and 
Disapprovals (DepartlD9nt of: Defense form 396). Such 
a stand took the form of a request that major contractors 
perform a preaudit function prior to the submission 
of such costs to the Government cognizant audit agency. 
The contractors were thus faced with the problem of 
totally reviewing and audit~ng all their costs prior 
to the submiss:ion of such elements to the Government 
auditors far payment approvalo Needless t0 say; the 
advent af this form of initial review and determination 
of acceptable costs was not complete.iy utilized by the 
Governlilent in evaluating the successf'ulne ss of' the 
pre-audit review and the us·a of' qu~lity control 
techniques which would have lent itself' to a more 
limited audit reviewo Instead of' reducing the extent 
of this audit review based on the advent of' more 
ref'ined presentations by the contractors, the various 
Government audit of'f'ices maintained or expanded the 
scope of ~heir audits, thus delaying.payment action 
and resulatant cash and account receivable turnover. 
D~ Detailed Voucher Presentation 
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Another f'actor relative to the accumulation 
of' cost support and its presentation to the Govermment 
are two recent innovations. in the presentation of' such 
data to the Government im the f'orm. of' public voueherso 
.Commencing with January 1, 1~60, the United States .Air 
Force is requiring that all vouchers su.bmi tte'd to that 
service be cumulative, setting f'orth not only the 
current periods costs against which reimbursement is 
being requested, but complete historical summary of' 
total cost incurrence f'rom inception to the present 
cost periG>d& In many cases this created a substantial 
and time consuming burden ori the contractor in the 
reconstruction of the total cost by category from 
inception to the present date as well as the need for 
modif'ication of' his voucher presentation techniques. 
Also as of' January 1, 1960, the Department o:t; Def.'ense 
is requiring that the.former cost elements consisting 
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of' material~ la bt>r g overhead g general and a.dministra ti ve 
expenses and fee be expanded to provide f'or the f'ollowing 
categories; materials purchased under fixed-price 
subcontracts g materials purchased under 11 CPFF't 
subcontractsl' materials purchased at normal market 
levels, special tooling purchases·, contractor a.eqUired 
Government owned propertyt installation costs relative 
to Government owned property and special toolingt 
contractor initiated labor:; everhead:; general and 
administrative expenses9" and .f"eec. This additional 
analysis and break-dc:>wn· has created even greater 
problems than that of' presenting the public voucher on 
a cumulative basiso 
It should be specif'ically set forth at this 
time that the total cost for such billing action is 
ne>t completely reimbursed under G0vernment contracts, 
Such costs are usually isCblated in a general and 
administrative expense pQ~l which is apportioned over 
all the company.' s business with a pro-rated share 
subject to reimbursement under t~e Government cont~aets 
so servic-edo 
Eo Modification Delays 
Modification ef contracts also lend themselves 
to ext-ensive red tape and consterna tic:m, The mere 
need for additional funds to cover new scope requested 
by the Government or the desire to modif'y a delivery 
schedule ·very often l!u:n themselves into extensive time 
lapses plus the expenditure of considerable time and 
related money in realizing the final modification to 
the definitive contracto Such delays are not caused 
by individual idiosyncrasies or hu.man short comings~ 
but are built into t·he system oi' Government fubfense 
procurement due to the need for constant checks and 
balaEces and over-.ze~lcms ca. uti ous:nes s em the GG>vernment r s 
part in the expenditure of public flindso 
There are numerous ~ther factors which can 
be set forth which lend to the discouragement of 
'highly qY£alified contractors fi?.om entering Government 
defense activity, but in view of the limited scope o£ 
this thesis we will attempt only to cite a. few m0re 
major misgivings provoked by National Defense operations. 
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F o Low :Prof' its 
The general trends in the industry relative to 
pro~lts under ~efense contracts is rather low. As cited 
in the previous chapters~ the average gross profit 
percentage under cost-plus-a-f'ixed-f'ee contracts range 
between 6% and '7%.o Such a percentage is not high in 
any respect~ no less that of' being a gross profit 
subject to a greater reduction due to the non-absorp-
tion of' costs technically apportioned over the total 
corpora.te activity yet not feasabJ.y absorbed by 
commerc·ial activity whose selling price is generally 
dictated by '~What the market will beartt o .A- large 
percentage of' those costs which are not entirely 
reimbursed under Government contracts ,are contained 
in overhead or general and administrative expense pools 
which are apportioned over the entire production 
capacity of' the business. 
G. Non-Reimbursed Business Expenses 
It should be noted that there are also 
many other expenses which are incurred relative to 
Government business and its successful completion~ 
but are totally non-reimbursable o A few of such 
coste are : (1) advertis~ng which cites specific 
products or services sold by the contract@r" ~ 
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(2) executive salaries which are felt to be in excess 
of reasonable levels of compensation, ~3). contributions 
and donations" (4) bad debt losses" whether or not 
they pertain to Government activity @r commerical 
business" {5) entertainment expenses" (6) fines and 
penalties resulting from violation of laws and 
regulations, (?) pre-contract costs unless provided 
for in an anticipatory cost clause and last, but not 
least, {8) interest. on borrowing whether or not 
reauired for the successful fulfillment of Government 
defense c"ontract worko 
A general survey of the electronics inductry 
has indicated that the previously indicated gross 
profit percentage of from 6% to ?% was generally 
reduced to a net average of between 2% and 3-% before 
taxes., .As can be readily surmised 11 in today's 
atmosphere (f!Jf competitive business and the need for 
stockholdersr support 11 a profit percentage fif fr®m 
2% ~to 3% be:Bdre taxes is not very commendable and in 
many cases lends itself to stockholder discouragement~ 
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Ho Renegbtiation 
Still dwelling on the profit aspect!) we must 
consider the profit percentage under fixed-price 
eontraets., I.t has been previously stated that many 
contractors enter into cost-plus-a-fixed-fee activity 
only in order to possibly generate activity under a 
fixed-price contract., Such contracts do possess higher 
rate.s of profit than cost-plus-a-fixed-fee contracts~ 
yet the risk factor is felt to be considerably 
higher and thus the contractor is entitled to a great·er 
recovery on his investment~ It should be specifically 
noted that a contractor is still under constant 
surveillance in order to preclude his earning an 
excessive profit under a fixed-price agreemento 
.All fixed=price contracts contain renegotiation 
clauses. Such a claus,e provides for the reduction of 
a fixed=price item's selling price and profit 9 ba~ed 
on the determinat~on of the procuring_agency supported 
by an smdit revieWJ indicating that the contractor has 
earned a profit in excess of that reas-onably intended 
in the contract negotiationso It is quite possible that 
the contractor in question did not over-estimate or 
misstate .t.he originally estimated cost activity to be 
incurred under the cited eontract, but right~ully 
earned the additional pr®~it due to e~~icieney and 
incentive arrangements r-esulting in the performance 
o~ work at a lesser cost level4 As it can be seen 
~rom the very i'act that the renegotiation provision 
is contained in most contracts, a contractor may be 
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very easily swayed away i'rom high levela 0~ ef'i'icieney 
knowing that the excess pro~its, over and above those 
originally neggtiated~ will merely revert back to 
the Government in the f'orm of' renegotiation claims. 
r 
For the most vart ~he provisions relative to incentive 
activity have relieved SQme of' the strained feelings 
in this .area, 
Io Termination f'or the Convenience of' the Government 
This is very common at the present time and 
in :many cases leads to disastrous situations ~or the 
cor1tractors o In essence a termination i'or the convenience 
of' the Government ·is nothing mere than the cancellation 
of' what is usually a very extensive and high dollar 
value eontracto As set i'orth previously:J the electr0nies 
industry is presently goding through a phase of' research 
and development a:s we-ll as pl""aductiam of' i te:ms which 
121 
are becoming obsolete actually prior to their develop-
mente Bearing this in mind, the Government is constantly 
on the alert to curtail activity relative to the 
production 6f' .items which are subject to high ra.tes 
of' mortality due to obsolesenee. A daily review of' 
the newspapers will indicate the scope and magnitude~ 
in the way @f' people and dollars~ of' such terminationso 
It is not uncommon f'or a termination to bring about 
the complete dissolution of' a small f'irm and in some 
cases long established enterprises with " all their 
eggs in one basket 11 o 
Jc Contract Financing by the Contractor 
This problem area is common to contracts 
with all services and under all types of' contracts. 
One of' the prime characteristics of' Government def'ense 
activity is its immense size~ complexitiesg and red 
tape.. In any business there will always be a certain 
level of' f'loat or 11 in processtt activity~ Such activity 
must be f'inanced e~ther by the application of' inactive 
cash or borrowed f'unds f'or working capital usage. The 
previously mentioned "in process11 activity usually takes 
the f'orm of' raw material inventories, work-in-process 
inventories, or accounts receivablee No matter wbat 
form the "in process" float takes, there always must 
be a compensating amount of liquid cash to allow for 
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the continuation of' production or development activities 
under. National Defense projects. 
As previou$ly indicated, the interest expense 
on such capital which borrowed ~s non-reimbursable 
under Government contracts. Usually a contractor who 
is engaged in extensive Government work is forced 
to go outside of' the corporation to procure the 
necessary working capital. It :Ls in such positions 
that we presently find our major electronics firms 
engaged in defense activity, with the resultant 
reduction of profit due t;o the non-reimbursability 
of' such elements as interest expense. 
The writer has attem;pted to reflept in the 
above categories the various problems which may confront 
a contractor or are normal to the operations of' any 
defense contract. I would like to take this opportunity 
to cite a historical situation which exemplifies the 
f'rustrattng situations which constantly confront a 
typical defense contractor. 
During the fall of 1957 the United States 
Government was proceeding on a very even keel with a 
balanced budget forecasted for that year. During the 
fall of 1957 the Russians launched their Sputnik 
into the far reaches of outer space. Such ~ action 
created quite a clamour among the citizens of the 
United States. The Government then faced a very 
critical problem. We were within very close limits 
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of the national debt, yet we had committed our entire 
budget neglecting to provide for a counter measure to 
the Sputnik development. The Government had no choice 
but to accelerate their research and development in the 
area of inte~planetary missiles and look to methods 
of restricting the outl~y of working capital, which 
if allowed to go unchecked would have resulted in a 
$2.4 million budget deficit for 1957 and exceed the 
$275 billion National Debt ceiling. The initial step 
which the Government took was the termination of many 
contracts which were felt to be bordering on the 
obsolesence stage. Rather than curtail the out-flow 
of cash, such action opened up tha "flood-gates" with 
an excessive amount of c~sh having to be released 
from the Treasury to settle claims for property and 
material acquired by contractors for the completion of 
the projects so terminated. 
Faced with the added burden of compensating 
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~or the additional expenditures ~or terminations as well 
as tne development o~ our interplanetary missiles, the 
Government ~ever.ted to three other measures, these 
being: 
1. The progress payment level under ~ixed-price 
contracts was at a 90% level. The Government as of the 
close of calendar 1957 reduced this level o~ progress 
payments to 70%, thus reducing the immediate outlay o~ 
cash. 
2. The Department o~ De~ense then reverted to the 
extreme step of curtailing all payments for a period o~ 
~rom three to si~ months. This action had a very 
devastating and ~ar reaching ef~eot on many of the 
majov Government contractors. Many electronics and 
ai:r..cna.ft firms were faced with the problem of 
reimbursing their empl9yees for time expended under 
Government projects, yet not being able to receive 
reimbursement for the costs so incurred. This payment 
drought lasted for a period from December 1957 through 
February 1958~ and in some cases until June 1958~ 
Such a step was merely preceded by the remittance of 
the following brief communique by the buying agency 
to the contractor: ttrn view of changes in fiscal policy, 
checks will not be drawn to mee~ invoic~s on the afore 
mentioned contract b~£ore " • ----------~------------
Tbts action caused a firm such as the Martin Company 
of Baltimore, Maryland to float a bond issue 
approximating $60 million to provide additional 
working capital to off-set the loss of return on 
Government busi:ne.ss for the interim period as well as 
to meet the weekly payrolls~ 
125 
3 .. The final and most devastating expenditure 
restrLction employed by the Department of Defense was 
the implementation of a provision providing for 
reimb~sement of costs under cost-plus-a-fixed-fee 
productionr~cohtracts at an so% level. The 20% not 
reimbur~ed at the ipitial date of voucher submission 
would be reimbursed based on a percentage of completion 
of work to be performed under the said contracts. 
This situation merely high-lights the very 
extensive and catastrophic steps which can and have 
been taken by the Government tn order to allow for 
the :maintenance of pl?oper le-wels within our National 
Debt and annual budgets thus alleviating periodic 
crisis. 
In the following chapter an attempt will 
be made to set fort~ those steps which are commonly 
taken by defense contractors to alleviate the various 
p~oblem situations as they occur. The latter part 
o~ the chapter will attempt to set !orth some o~ the 
conolusive steps which can be taken to provide for 
a more permanent and analytical solution to the problems 
facing Gover~ent defense contractors. 
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IX. SUMMARY AND CONCLUSIONS 
Now that we have brie~ly indicated some o~ 
the numerous problems which oan be created by the advent 
o~ National De~ense contracts, it is time that we 
surveyed what corrective action, i~ any, has been 
commonly taken by a contractor in order to resolve 
such problem~. 
A. Specifications 
It has already been indicated that the only 
remedial action available to a contractor upon becoming 
aware o~ the exi$tence o~ unattainable specifications 
under a proposed or operat~ve contract is to make 
known technical 0bjections and e~ceptions to the 
rigid speci~ications thus protecting himsel~ ~rom 
later subjection to nonacceptance·by the procuring 
o~~ice. A$ cited, thts action is purely remedial. 
The only preventive avenue of approach to a problem 
such as this is to c·ompletely appraise the ~irm.' s 
technical capabilities with complete understanding of 
such data by appropriate mar~eting personnel. This 
action will ensure that only that business which can 
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be successfully carried to completion will be performed, 
thus allowing for a favorable contractor-procurement 
office relationship, whiqh is of extreme importance 
in regards to future business. 
Such an approach demapd$ the complete 
cooperation of management with the integration of all 
such long range planning along production, :;sales., 
and financial lines. 
B. Record Maintenance 
This problem will always persist and as 
such is worthy of greater consideration than that 
given it by Government contractors in the pa:st ~ 
There is nothing more wasteful than to 
allow productive capacity and space lie idle, but 
thi~ has been the case in regards to the assigning 
of record maintenance areas. 
In several inst~nces I have witnessed the 
storage of vast numbers of old record files in prime 
prQduct~ve areas during periods mar~ed by the shortage 
of such space. This merely indicates the futility 
of curative maintenance of such a problem. 
The proper steps wfuich should have been 
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taken would have appraised the magnitude of the problem 
in so far as longevity and volume together with the 
need for future production area. The logical preventive 
steps would have been the assignment of a low priority 
area to record maintenance, as long as adequate 
protective measures were available against fire, theft 
and violation of security requirements. In many 
instances new low cost facilities must and are created 
to cope with the problem of record maintenance. 
It should be still remembered that we are 
aiming at preventive rather than curative measures 
thu~ strengthening the need for a dynamic management 
worthy of rendering such long range decisions as to 
the need for specific facilities for such a l0w priority 
management item as record storage. 
c. -Audit Support, Documentation and 
Detailed Audit Jresentation 
The above problem areas are very bard to 
cope with on a really sound preventive basis in view 
of the inter-play of personalities and constantly 
flucuating whims of various military procurement 
services and their sa telli ted finance offices. 
The only expedient manner of' ensuring that 
curative steps are not the only recourse in solving 
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such problems is to be constantly appraising the 
published reports of all the National Defense procurement 
offices which one's firm deals with, being constantly 
alert to trend information received in conversations 
with high level Government officials, information 
published in professional and technical ijournals, and 
special Government research services. It is only 
tbrGugh the appraisal and use of' such information that 
any form of long range planning system can operate 
efficiently and successf'ullye 
There is nothing more disheartening than to 
have one's claim for reimbursement returned due to 
cost suspension or disapproval or improper voucher 
presentation. Such situations are costly in se far 
as cash turnover is concerned and must be prevented. 
The only way to prevent such situations from occurring 
and accumulating prior to the initiation of' curative 
measures is to be aware of their pending nature and to 
take whatever long range action necessary to insure 
the harmonious operations of' the company as a whole. 
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D. Modification Delays 
There is no excuse for the occurrence of such 
a situation if proper planning is existent and operative 
to the affect of indicating the need for modification 
long enough in advance to permit the fulfillment of all 
contractual and operational steps prior to the actual 
need for modification$ This is actually long range 
planning in action, per se. Curative action is useless 
in this area and merely creates the problem. 
E~ Low :Profits, Nc>n-Reimbursed Business 
Expenses, Renegotiation, and Termination 
These factors are all underlying ~lements 
common to all defense contracts. There is really no 
cure or means of preventing their 0acurrenee, but the 
magnitude of contractor exposure to these elements can 
be directly related to the succe·ss or failure of' such 
contractors. 
It is !~perative that suf'ficient consideration 
be given to each of these elements when rendering a 
long range management plan. It will be via their 
inclusion and the appraisal of the indicated trends 
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which will dictate whether or not a concern can afford 
National Defense business$ its need for a diversified 
product mi~ between the' Government and commercial 
customers, as well as an indication of the future 
business by-ways which the concern must travel in its 
quest for profitability and solidarityo 
F. Contract Financing 
As the example in the previous chapter 
indicated; this is one of the most critical problems 
facing a prospective Government contractor. The prime 
reason for this problem rests with our National Debt 
e~illng and the interplay of revenue and expenditures 
fer the operations of our Government on it. A 
Government contractor must appraise the projected 
activity in respect to the ceiling and annual budgets 
as part of any long range plan aimed at determining 
the desirability of National Defense activity and the 
feasability of receiving fin~ncial support from the 
Government ... 
Ge ~reventive Maintenance--The One Best Way 
The only. means of intelligently doing business 
with the Government must be ba~ked up with long range 
planning aimed at preventing the occurrence or of 
reducing the magnitude of the many problems common 
to such defense contract. activity,. 
Long Range financial planning is the definite 
action of'eoqrdinating·mnd controling every business 
activity towards the achievement of the objectives 
of management o In our present dy:na.m:ic economy there 
is a great demand and need for ndynamie management 
founded on opt+mism, ca:pable of making decisions 
nebessary not merely to keep paee with competition 
but, wherever possible P to keep ahead of i ttl .. 16 
The effectiveness of such planning is not 
measured by its accuracy, but by the degree to which 
it stimulates sustained efforts towards the realization 
of those objectives set forth by ·a dynamie managemento 
Ho Jrinciples of Long Range Wlanning 
lo Set Forth Objectives 
Set forth the short and long term objectives 
o:f the business, such as the ·profitability and solid-
arity of the concernoo 
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2 o Forecast Future Conditions 
F~recast those @onditions which will affect 
the realization of the objecti~es previously established~ 
This will entail the continuous study and projection 
of general economic~ political~ and world conditions 
through available statistics as well as the appraisal 
of other specific source's of information. 
3. Define Policies 
Definitive policies and plans of action must 
be prepared in light of the ebjectives desired and the 
forecasted conditions. Such policies and plans may be 
in the form ef budgets in dollars er other pertinent 
figures which can be later used as direction posts in 
obtaining the established objectives. 
J-e Establish Controls 
All elements of the plan must be controlled 
in line with the policies and procedures established. 
5. Appraise the :Plan 
The results of the plan must be appraised as 
it m0ves towards the ultimate attainment of the goal. 
In many cases the pmlieies and pr~eedures must be 
modified. Under certain circumstances the plan and 
goal must also be tempered. 
This appraisal of results allows that elemen'b.s o:f 
f'lexibility which permit3c desirable changes caused by 
the passage of' time and the modif'ication of' the plan 
or goal as the need arises. 
I. Need f'or Managemeint Support 
It is quite obvious that 3 like all other 
phases of' corporate operatione~ 3 long range planning 
-demarids the f'ull support of' top management as well as 
the cooperation of' all parties ·,in order to insure the 
successf'ul attainment and realization of' the dynamic 
aims of' the individual concern and the el·ectronics 
industry .. 
The previously c-ited problems surrounding 
I I i t• 
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National Def'ense activity present a rather discouraging 
pic:e'ure t~ the uninformed" pe"r~on contemplating 
entering into this are·a o.f business endeavor., 
The problems so expressed f'or the most part 
have ·similar eo1.mterparts in the c-ommercial areas o.f 
' like businesses o They are" however, less well knoWn 
an.d as sueh becloud Natienal Def'ense arldeav0r.s thus 
adding to the confu~ion and complication in their 
ultimate understanding. 
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I have encGuntered numerous situations where 
the same problems arise time and time again with the 
~ame confusion manifesting itself in the attempts to 
resolve them. This merely point~ up the lack of planning 
which is necessary in order to trans~orm such nuisance 
ttbrush firett situatienas into smoothly operating 
procedures to cope with the normal problems incident 
to the business. 
The · entranGe of the electronics. industry 
into the field o:f National De·fense activity is 
rela.tively·recent and is the very existence of this 
industry& A brief review of all major electronics 
firms will indicate some form Gf National Deferu~e 
participation present in every one ranging from the 
mere participation in joint research programs sponsored 
by the Government to overall plant capacity being set 
aside f''or National Defense activity. 
The electronics industry a·l'!l it is known 
today is a. product of Government · subsidiza tiono Every 
major electronic break-through had its start with 
some f'orm of Government research. A f'ew of such 
innovations are the transistor, radar, sonar, and 
microwave rela:y~, It is thus imperative that we 
recognize the immaturity of the industry and the 
corresponding inability to successfully resolve all 
problem~ presented ~y Government procurement without 
compounding their significaneeo 
So far we have pre~ented a bleak picture of 
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both National Defense ~ctivity in general and the part 
the electronics lndtlstry plays in the overall framework 
of Government procurement. in particular. As in all 
situations there are many favorable attributes that 
countera.ct the detrimental .factors which deter 
individuals from entering either the National Defense 
or the electronics .field. 
As previously cited in Chapter IV, National 
Defense bu~'Jiness may prove to be attractive in so .far 
as the volume of activity evidenced by Government 
0rders is ueually quite sub~tantial and a3 such adds to 
the productivity and resultant efficiency of many 
operationso Likewise, many concerns find it quite 
beneficial to entertain Government activity in tha,t it 
o.ften provides for basic research which could not 
. 
otherwise be financed independently by the concern 
, 
itselfo !s usually happens, the research in question 
results in technological leadership in a ·t~pecialized 
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:field., additionaJ- Government business which may bear 
higher than normal rates of' prof'it if in the :form of' 
:fixed-price orders, and last but not least, the 
opportunity to U$e the skills so cultivated to develop 
superior products :for the highly profitable commercial 
marketse In many cases these several advantages of 
National Defense activity Gut weigh the disadvantages· 
of low profit-sales percentages and the numerous 
contractual pitfalls. 
Many businesses find Government procurement 
quite profitable-dollarwise, contrary to normal 
impressions. This high profit dollar recovery is 
brought about due to the tremendous sales level which 
is available in this business area. .A brief referral 
to Table I in Chapter IV will substantiate this fact 
even in the face of a mere 2 .3.% pro.fit return on such 
sales. 
In addition to return on sales, the return on 
equity has been found to be more enticing to the investors 
or owners·of such businesses. During 1958 the entire 
defense industry reflected a 14.5.% profit return on 
capital investment as compared to a 2.5% return for all 
other businesseai. .A similar comparison was reflected 
in the July 1959 Fortune Directory of the Top 500 
Induatries as f'ollows~ 
Electronics 
Tobacco 
Chemical 
Glass 
Mining 
Food and 
Beverages 
Rubber 
·Machinery 
Paper 
'Publishing 
Lumber and 
Wood Products 
, .Auto • .Aircraf't, 
& Shipbuilding 
Petroleum 
Metal Mfg. 
Textiles 
Metal hoducts 
i\11 (.Average) 
Electronics 
Rating 
Return on 
Saies 
4 .. 1% 
s.s. 
-· 
7.2 
9.,.5 
11.0. 
3.6 
3.5 
4.8 
6.,0 
3~7 
5.3 
2.6 
5.;;8. 
4.6 
2.6 
3o0 
4 .. 9 
loth 
.A-bove- (Below) Avg. (.a$) 
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Return on Sales per $ of' 
Capital Investment Invested Capital 
10,.3.% $2.84 
14.0 1.,66 
12 .. 6 1.,89 
12.0 1 .. 40 
10.3. l.OJ. 
10.1 4.,09 
9.5 21)84 
9.0 2.08 
8:09 1.,50 
8;6 2.,65 
8.2 lc;89 
7.9 3o94 
7.1 1 .. 76 
'6.2. 1.,68 
5.4. 2o01 
5o3· 2.,59 
9 0 1 ·2.50 
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A look at the following individual company 
figures will very firmly substant·iate the fact that 
National Defense activity is desirable and profitable. 
Defense Contractors 
Raytheon 
General Dynamics 
Lockheed 
Boeing 
United 
Martin 
Chance Vought 
Me Donnel 
Northrup 
Rohr 
'Profit as a % of 
S.ales Inv.ested Capital 
1.9 
1.7 l4o6 
12.4 
as compared to 
C~nnmereial 
Kennecott Copper· 
Weyerheauser Timber 
~nacanda Copper 
Nation~l Distiller 
and Chemical 
15 .. 2 
12 .. 1 
6.8 
The prime consideration in the above 
comparison is return on investment which in the final 
analysis is the most important consideration of' any 
investor or ownere The figures point up the almost 
phenominal turnover of' cash and sales as related to a 
very low level of' equity thus allowing not only the 
optimum return on investment but also the maximumo 
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The argument may be expressed tba. t the above 
f'actors only favor the larger if' not the largest 
businesses and neglect the small business concerns 
altogethero Nothing could be farther from the trutho 
The Government has recently attempted to aid small 
business concerns by encouraging larger enterprises 
to let all their sub-contracted work to many small 
concerns rather than to a fewer large companies and 
has also made special concessions to small businesses 
in so far as contract and negotiation restrictions 
thus allowing them t·o take full advantage of participating 
in National Defense activityo Recent figures released 
by a major Government contractor indicated that of a 
total $789 million subcontracted fr0m 1953 tbru 1959,. 
$474 million or 60ol% was committed to small business 
concerns. 
It is the writer's contention that, regardless 
of the problems facing all Government contractors,. the 
142 
facts all point to the inevitable conclusien that 
National Defense activity is a permanent part ef our 
economy and in the face of current trends quite profitable 
and attractive. The Twelfth Annual Report on American 
Indust~y by Forbes Magazine indieated that the tep 
three commercial heavy electronics equipment manufacturers 
increased their sales in 1959 by 5.7%, 3 .. 7% and 0 6% 
respectively as compared to the top three defense 
electronics concerns who re.f!.lected sales gains of 
16.2%, 11.6% and 7.6%. 
The problems are still present to be sure, 
but whether it be in commerical or in government 
business, it is the duty of a dynamic management to 
guide its concern along the best routes set forth 
by long range planning leading to Gptimum perf.ormance 11 
profitability and longevityo 
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CLAUSE L Definitions 
As used in this order: 
(~) The term "Govermnentu means the United States of .Anierica. 
(b) The term "prime contract" means the contract between the · 
Government and Buyer under which this order is executed by Buyer. 
(c) The term "Contracting Officer 11 means aJ:lY person authorized 
by the Government to act as Cont;-acting Officer for any of the pur-
poses of this order acting within,. the limits of his authority and 
·· any authorized representative· of such a person acting within the 
limits of his authority. 
(d.) The term "subcontract 11 includes purclulse orders under 
this order. 
(e) The term "ASPR" means the Armed Services Procurement 
Regulation as in effect on the date of this order. 
CLAUSE 2. Cha:lges 
! 
Buyer may at any time, within the general scope of' this order, 
by a written order, make changes in the drawings and specifications, 
the place of deli very, the performance and deli very schedule, the 
method of sW:pment or packing, and the amount of Buyer or Government-
:f'urnished property; issue additional instructions; require :modified 
or additional work; or direct the omission of work. If any such 
s change causes an increase or decrease in the estimated. cost of, or 
the time required for~ the performance of any part of the work under 
.this order, whether changed o:r not changed by any such order, or 
otherwise affects any other provision of this order, an equitable 
adJustment sball be made ( i) in the. estimated cost or :performanc~ 
and deliverY" schedule, or both, (ii) in the amount of any fixed 
fee to be paid to the Seller, and (iii) in such other :provisions 
of tJ?.is order as may be so affected, and this order shall be · 
l 
(Rev. 3-59) 
modified in writing accordingly. lm.y cla.im by the Seller for 
adjustment under this clause must be asserted within thirty ( 30). 
days from the date of receipt by the Seller of the notification 
of change or within such further time as ma.y at any time be agreed 
upon in writing by the parties; provided, however, that :Buyer, if 
it decides that the facts justify such action, llley' receive and act 
upon any such claim asserted at an:y time prior to final payment 
under this order. Failure of the ·parties to agree upon any adjust-
ment to be ma.<ie under this clause shall not excuse the Seller 
from proceeding with this order as changed. 
CLAUSE 3. Limitation of Cost and sum· Allotted 
(a) It is estimated that the total. cost to Buyer, exclusive 
of any fixed fee, for the performance of this order will not 
exceed the estimated cost set forth in this order 1 and tb,e Seller 
agrees ~o use its best efforts to per.for.m the work specified in 
this order and all obligations under this order witbpl. such esti-
mated cost, it being understood, however, that if the actual 
cost of complete performance exceeds such estimated cost this 
shall not, in a.J:J,d of itself', excuse the S~ller from completing 
performance, if funds sufficient for complete performance are 
allotted pursuant to paragraph (b) below, or entitle the Seller 
to any increase in the fixed fee set forth in this order, which 
fee is for complete performance. If at any time the Seller has 
reason to believe that the total cost to Buyer, exclusive of any 
fixed fee, for the performance of this order will be substantially 
greater or less than the estimated cost, the Seller 'shall notify 
:Buyer in writing to that effect, giving its revised estimate of 
such total cost. 
(b) There ~s been allotted to this order,· a.s of the date of 
this order, . only the sum allotted set forth in this order. This 
sum. mey be increased from time to t~e by Buyer solely in its 
discretion by written notice to the Seller specifying the revised 
sum a.llotted, which shall thereupon constitute the sum aJJ.otted 
to this order. No increase in the sum allotted sha.ll, in and of 
itself', entitle the Seller to any increase in the fixed fee. · 
Notwithstanding a:ny other provisions of this · order, ( i) the. Seller 
shall not be bound to continue performance, incur costs or obliga-
tions or take. any act;Lon in connection with the performance of 
· this order which would cause the total amount which Buyer would 
be obligated to pa;y the Seller, in .the event of termination or 
otherwise, for allowable costs, termination settlement costs and. 
expenses, fixed fee or otherwise, to exceed the sum then a.llotted 
to this order and (ii.) Buyer shall not be obligated to pay the 
Sell~r, in the event of termination or otherwise, for allowable 
costs, termination settlement costs and expenses, fixed fee or· 
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or otherwise, any amount in excess of the sum then allotted to 
this order.. When and to the extent the suin allotted is increased, 
any costs incurred and any fixed fee earned prior to the increase 
sha.ll. be allowable and payable to the same extent as if such 
costs had been incurred or such fee had been earned after such 
increase. 
(c) If at any time the Seller estimates that the total 
amount which Buyer woul.d be obligated to pa:y ·the Seller, for 
allowable costs, ter.min~tion settlement costs and expenses, fiXed 
fee or otherwise' if work under this order were to be terminated 
as of the end of the next succeeding thirty ( 30) days for the 
convenience of Buyer pursuant to the clause hereof entitled 
"Ter.ininationn, would equal. or exceed eighty-five per cent (85%) 
of the sum then allotted to this order, the Seller shall notify 
Buyer in writing of this fact. 
(d) If at any time Buyer determines that the totaJ. amount 1 
including reasonable estimates of altlounts not then susceptible of 
exact deternrl.n.ation, which Buyer woul.d be obligated to pay the 
Seller, for allowable costs, termination settlement costs and 
expenses, fixed fee or oth,erwise, if work under this order were 
to be terminated at such time for the convenience of Buyer pur-
suant to the clause hereo;f.' entitled "Ter.mination", equaJ.s or 
exceeds the sum. then allotted to this order and that the sum. 
allotted will not be increased by it pursuant to paragraph (b) 
of this clause, Buyer sha.ll. terminate this order . for the con-
venience of Buyer pursuant to the clause hereof entitled 
"'I'erminlf,tion". 
•', 
CLAUSE 4. Allowable Cost, Fued Fee and Payment 
(a) For the performance of this order, Buyer shaJ.l pay to 
the Seller the cost thereof determined by the Contracting Offic~r 
to be aJ.lowable in accordance with Part 2 of Section XV of .A,SPR 
and the terms of this order (hereina.tter referred to as "allo:wab~ 
cost"), plus the :fiXed fee set :forth .in this order. Supplemental. 
to the foregoing, it is agreed that such items of direct and 
indirect cost as are concurrently and ·customarily accepted by 
the Government as aiJ.owable direct and indirect costs '\lllder the 
Seller's other Government cost-plus-a-fixed-fee prime and sub-
contracts, if any, at the pl.ant· or plants of· the Seller engaged 
in the performance of this order for services or supplies similar 
to those caJ.led for by this order shall be allowable direct and 
indirect costs under this order to the extent such costs are 
properly allocable to this. order and are determined by the. 
Contracting Officer to be allowable. · 
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(b) Once each month. (or at IllOre frequent intervaJ.s ~ if 
approved by Buyer) the Seller may submit to Buyer, in such form 
and reasonable detail as Buyer ma;y require, an invoice sUJ;>ported 
by a statement o:f cost incur:red by the Seller ill the performance 
of' this order and claimed to constitute aJJ.owable cost . · Con-
currently with the submission thereof' to Buyer, the Seller shall 
submit copies ·of' each invoice and statement of' cost to the. Con-
tracting Officer, or his designated authorized representative, 
for determination of the allowability of costs in accordance 
with paragraph (a) above. . · · 
(c) Promptly after receipt of each invoice and statement 
of cost, Buyer shall make provisional payment thereon,)) to the 
extent of 80 per cent ·thereof, conditioned upon the subsequent 
approval of the Contracting Officer and subject to psragraph 
(e) below. The cumulative amount .of' such invoices from time 
to time ·approved by the Contracting Officer but not paid pur-
suant to the foregoing provisions (regardless of' whether they 
are ·paid under the next sentence hereof) shall constitute a 
gross-withheld-payments amount. .Dpon deliver,y and acceptance 
. of' items called :for by the Item of' this order designated as the 
· gXoss-witbheld-payments liquidation Item, Buyer shaD. pay to 
the Seller an amount which, when added to any amounts previously 
paid under this sentence, shaD. be the same percentage of' the 
gross-withheld-payments amount as the cumulative number' of' items 
delivered and accepted under the gross-withheld payments liquida-
tion Item is of the total number of' items called for under such 
Item. 
(d) The fixed fee set forth in this order, as amended f'rom 
time to time, shaD. be paid in installments at the time o:f each 
payment on account of allowable cost, the ~unt of' such install-
ments to· be based upon the percentage com.pletion of' the work as · 
determined by the Contracting Officer; provided, however, that 
after payment o:f eighty-five per cent (85%) of the fixed fee, 
further payment on account of the fixed fee shaJ.l be "~Nithheld . 
until a reserve of either. (i) fifteen per cent (15%) of' the total · 
· fixed fee or· (ii) $1oo,ooo.oo, whichever amount is less, shall 
have been set aside. The. total of the amounts which may. be 
withheld at any one tiln.e under both this paragraph (d) and para-
gr@h (c) above shall not exceed the greatest amount which may 
then be withheld under either (d) or (c), whichever permits the 
greater withholding at that time. 
(e) At a:o:y time or times prior to final payment under 
this order, Buyer or the .Contracting Officer may have the 
invoices and statements of cost audited. Each pa;ymem.t thereto-
fore made shall be subject to reduction for amounts included 
in the related invoice which are found by the Contracting 
Officer, on the basis of such audit, not to constitute allowable 
4 
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cost. lm.y pa.y.ment may be reduced for overpayments, or increased 
for underpayments, on preceding invoices. 
(f) On receipt by Buyer and approval by the Contracting 
Officer of the invoice designated by the Seller as the 11comple-
tion invoice", and upon compliance by the Seller with all the 
provisions of this order (including, without limitation, the 
provisions relating to patents and the provisions of (g) below), 
Buyer shall promptly :pay to the Seller any balance of allowable 
cost, and any part of the fixed fee which has been withheld 
pursuant to (d) above. or otherwise not paid to the Seller. The 
completion invoice shall be submitted by the Seller promptly 
following completion of the work under this order but in no 
event later than six ( 6) months (or such longer period. as Buyer 
may in its discretion approve in writing) from the date of such 
completion. 
(g) The 'Seller agrees that any refunds, rebates, credits, 
or other amounts (including any interest thereon) acc~xlng to 
or received by the Seller or any assignee under this order shall 
. be paid· by the Seller to Buyer, to the extent that. they are 
properly allocable to costs for which the Seller has been reim-
bursed by Beyer under this order. Reasonable expenses incu:r.:::--ed 
by the Seller for the purpose of securing such refunds, rebates, 
credits or other amounts shall be allowable costs hereunder when 
approved by the Contracting Officer. Prior to final payment under 
this order, the Seller and each assignee under this order whose 
assignment is in effect a.t the time of final payment under this 
order shall execute and deliver; 
(i) an aSsignment to Buyer, in :form and substance 
satisfactory to Buyer, of refunds, rebates, credits, or 
other amounts (including any interest thereon) properly 
allocable to costs for ~hich the Seller has been reim-
bursed by Buyer under this order; and 
( ii) a. release discharging Buyer and the Government 
and their officers, agents and employees from all 
liabilities, obligations and claims arising out of or 
under this order, subject only to the following exceptions: 
(A) specified claims in stated amounts or in 
estimated amounts where the amounts are not suscep-
tible of exact statement by the Seller; . 
(B) claims, together with reasonable expenses 
incidental thereto, based upon liabilities of the 
Seller to third parties arising out of the perform-
5 
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. a.nce of' this order; provided that such claims are 
not known to the Seller on the date of' the execu:tion 
of' the release; and provided f'urther that the Seller 
gives notice of' such claims in writing to Buyer not 
more than six ( 6) years af'ter the d~te of' the release 
or the date of' any notice· to the Seller that Buyer 
is prepared to make final payment, -whichever is 
earlier; and 
(C) claims f'or reimbursement of' costs (other thall. 
expenses of' the Seller by reason of' its indemnifications 
of' Buyer or the Governinent against patent liability), 
including reasonable expenses incidental tbereto, 
incurred by the Selle·r under the provisio:::.s of this 
order relating to patents. 
(h) .Any cost incurred by the Seller under the terms of this 
order which wo~d constitute· allowable cost' under the :provisions 
of' this clause shall be included in determining the aiJl..ount, payable 
under this order, notwithstanding any provisions contained in the· 
specifications or other documents incorporated in this order by 
reference designating services to be perfo:rmed or materials to ·b"' 
furnished by the Seller at its ex:pense or withoil.t cost to :Beyer. 
(i) The premium cost of' any work performed hereunder on a 
premium-pay basis (i.e. work in excess of 8 hours per day or 40 
·hours per week per elrl:J?loyee or work on any day or shift for ·which 
extra colrl:J?ensation is paid) by the Seller or any of its sub-
contractors under subcontracts or purchase orders on other than 
a firm fixed-price basis shall, if' otherwise allowable, constitute 
allowable cost hereunder only to the extent the performance· of 
such work and the estinlated premium cost thereof receive the prior 
written approval of Buyer; and 'Wl;l:;h' r~spect to any excess of the 
actual premium cost of such work over the. approved. estimated 
premium cost thereof', to tbe.extent such excess receives the sub-
sequent written approval of' Buyer; proviel.ed, however, that at a;ny 
time Buyer may give written approval to all o'r any pa:r:t of' the 
Seller's or its subcontractors' premium-pay work an.d the premium 
cost thereof and such approval shall, to the extent tJ:I.ereof, be 
deemed to f'ulf'ill the above · requirements f'or Buyer u s approval; 
and provided further, that Buyer's app;r.-oval is not reqflired With 
respect to premium-pay work: 
(i) necessary to cope With emergencies such as those· 
resulting from accidents, natural disasters, or .'breakdowns 
of production eqUipment, or occasional production bottle-
necks. of' a sporadit! nature; · 
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( ii) by indirect labor em,ployees such as those 
performing duties in connection with administration, 
protection, transportation, maintenance; standby plant 
protection, operation of utilities, or accounting;. 
. < . . 
. (iii) in the :periormance of tests, industrial' 
processes, laboratory procedures, loading or unload- · 
ing of transportation nied.ia, and operations in flight 
or afloat' which are continuous . in nat-qre and ,cannot 
reasonably be interrupted or. otherwise com,pleted; or 
(iv) which will .. result in lower over-all cost 
to the Government. 
To obtain Buyer's approval when required above, and· in any event 
for Buyer's information, the Seller shall submit estimates of 
anticipated premium-pay work and the . cost thereof and shall re-. 
port actual. premium-pay work and .the cost tl;lereof when and in 
such form and detail as may be re_quired by Buyer. 
CLAUSE 5.. Ins:pection and Correction of Defects 
. (a) .AD. work under this order shall: be subject to inspection, 
surveillance and· test by Buyer arid the Government at all reasonable 
tinies, including the period of performance J and at all places, · 
including the. plant or plants of the Seller or any of its sub~ 
contractors engaged in the. performance of this .order~ The Seiler 
shall provide and maintain an inspection system acceptable tq Buyer 
and the Government covering the work hereunder"' If any inspection, 
surveillance or test is made by Buyer or the Government on the 
premises of the Seller or /my of its ·subcontractors, the Seller ' 
shall provide and shall require its subcontractors to provide all 
reasonable facilities and assistance for the safety and con-
venience of the Buyer and Government personnel in the performance 
of thei:r duties.. All inspection, surveys and tests by Buyer or 
the Government shall be performed in such a manner as will not 
unduly delay the work.. Unless otherwise provided in this order, 
final inspection and acceptance by Buyer shall be made at Buier's 
plant and shall be made as promptly as practicable after delivery .. 
If Buyer does not advise Seller of its acceptance or rejection 
of ~item. delivered to Buyer within sixty (6o) days-after 
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receipt of the item by Buyer, such item shall be deemed to 
have been accepted by Buyer. · 
(b) The.'Seller warrants that the se·rvices rendered in the 
performance of this order :will. conform to the requirements of 
this order and to high professional standards in the fleld, 
and that any item delivered under this order will conform to the 
.requirements Of this order and will not be detecti'lte' ill mate--
.rial or workmansh;tp. · ' 
(c) At. ~ tDD.e during the PE::rformance of this ·order or 
within, but not later' than, six ( 6) months (or such other period 
as may be prov;t.ded in this order) after final acceptance by the 
Government under tbe prime contract ~f the services performed and 
i;tems delivere.d hereunder, Buyer may req.uire the Seller to remedy 
by correction or replacement, as directed by Buyer~ any failure 
by the Seller to comply with its obligations under paragraph (b) 
hereof.. Except as otherwise provided in paragraph (d) hereof, 
the cost of any.such replacement or correction shall be included 
in allowable cost, determined .as provided in the clause of this 
.ord'9r entitled 11Allmvable Cost, Fixed Fee and. Payment 11 , bu] _.1:10 :. ·.-:. 
additional.fee shall be payable with respect there·bo. Corrected. 
items shall not be tendered therea£ter for acceptance unless.tpe 
former requirement .of correction is disclosed. If the Seller , . : 
fails to proceed with reasonable promptness to perform such re-. 
placement or correction, Buyer ( i) may by contract or otherwise. 
pel':f'orm such replacement or correction and charge to the Seller 
any increased cost occasioned Buyer thereby, or may ·reduce any 
fixed fee payable under this order (or require repayment of any 
fi.xed fee theretofore paid) in. such amount as may be equitable 
under the circUll'J,stances; or (ii) in the case of items not 
· delivered, may require the delivery of such items, and shall 
have the right to reduce a:Ay fixed fee payaple under this order 
(or to require repayment of any fixed fee theretofore paid) 
in such amount· as may be equitable under the circumstances; 
or (iii) may. te:r.'minate this order for default as provided in · · 
the clause of t.his order entitled 11Termina.tion11 • 
(d.) Notwithstanding the provisions of paragraph (c) hereo'f, 
Buyer may a.t .. any time require the Seller to remedy by correction 
. or replacement, without cost to Btl.Yer, any failure_ by the Seller 
to com,ply with i·ba obligations· under paragraph (b) hereof, if 
such failure is due to fraud., lack of good :faith~ or willful 
misconduct on the part of any of th~ Seller's directors or 
officers, or on the part of any of its managers, superintendents, 
or other equivalent representatives, who has supervision or 
direction of (i) all or substantially all of the Seller's 
business; or (ii) all or substantially all of the Seller's. 
8 
(Rev. 3-59) 
operations at any one plant or ·separate location in which this 
order is being performed; or (iii) a separate and co~lete major 
industrial operation in connection with the performance of· this 
order. Fraud, lack of good faith or willful misconduct on the 
part of any of such supervisory personnel shall be deemed to 
include the selection of individual e~loyees or the retention 
of e~loyees after any of such supervisory personnel has reaaon 
to believe that such elli.Ployees axe habitually careless or other-
wise unqualified. · 
(e) ,Corrected. itenis tendered as replacements shall be subjec~ 
to the provj,.sion's of this clause ~n the same manner ·and to the 
same extent as items originally delivered under this order. ' 
(f) The Seller shall make its records of all inspection 
work available to Buyer and the Gove~nt during the performance 
of this order and for such longer period as maybe specified in 
· this order. · · 
(g) Except as provided in this clause and as· llla\1 be provided 
elsewhere in this order, tbe .. Seller shal,l have no obligation or'· 
liability to correct or replace items which at tbe time of delivery 
are defective in.material or workmanship or otherwise not in con-
formity with the requirements of this order. · 
(h) Except as otherwise provided in this or,d.er, the Seller's 
obligation to correct or replace Government-furnished property · · 
(which is property in the possession of or acquired directly_ by 
Buyer or the Government and delivered or otherwise made available 
to the Seller) shall be governed by the provisions of the clause 
hereof entitled 11Government Property" .or the terms of the contract, 
under which such· property is furnished. . · 
. . 
, CLAUsE 6. Assignmen~ · 
. No assig:r.unent ot this order or of any moneys due or to become 
due he:reunder sha.ll be bindi.p.g upon Buyer until its written consent 
thereto is "Obtained. · 
CLAUSE 7. Records 
( 
r' (a) The Seller agrees· to maintain books, records, do cu-
. I 
ments and other eyid.ence pertaining to the costs and expenses 
of this order (hereinafter co:I:lectively called' the 11J?ecord.s ") 
to the extent and in such detalj_l as wiU properly reflect all 
net costs, direct and indirect, of labor, materials, equipment, 
supplies and services, and other costs and expenses of whatever 
natur~ for which reimbursement is clailned under the provisio~ 
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of this order. The Seller's accounting procedures and practices 
shall be subject. i:i.o. the approval of Buyer and the ·Contracting 
Officer; provided,· however, that no material change Will be required 
to be made in the Seller's accounting procedUres and practices 
if they conform to generally accepted accounting practices and if 
the costs properly applicable to this order are readily ascer-
. tainable therefrom. · · 
(b) The Seller agrees to make availal?le at. the office of 
the Seller at all reasonable times during the period from the 
date of this order to the expiration of the period set forth in 
subparagraph (d) below any of· the records fo1; inspection, audit 
or reproduction by any authorized representative of Buyer, the 
Department of Defense or the C.omptroller General. 
(c) In the· event the Comproller General or any of. his duly 
authorized representatives determines that his audit of the amounts 
reimbursed under this order as transportation charges will be 
made at a place other than trui office of the Seller, the Seller 
agrees to deliver, with the reimbUrsement invoice covering such 
charges or as may be othe:J;"Wise specified within two years ai'ter 
reimbursement of charges covered by any such invoice, tn such 
representative as may be desig11ated for that purpose such docu-
mentarY- evidence in support of transportation: costs ~ may be . 
required by the Comptroller General or any of his duly authorized 
representatives. 
(d) Except for d~cumentar,y evidence delivered to the 
Government pursuant to subparagraph (c) above, the Seller shaJ.l 
preserve and make available its records f'or a period of six years 
(unless a longer period of' time is provided by applicable statute r 
from the date of .. the invoice s'dbmitted by the Seller after the · 
COlliJ?letion of the work uuder the order and desigD.ated by the 
. Seller as t~e 11 COlliJ?letio:o ilivoice" or, in tl:!.e event this order 
has been complet·ely terminated, from the date of the termination 
settlement agreement; pro·rided, however, that records which 
relate to (A) litigation' o:r;- tb.e settlement of claims aris:i,ng 
out of the performance of this order, or (B) costs or expenses 
of the order as to which ,exception has been taken by the 
ConiJ?troller General or aJ.'lY o:t' his duly authorized representatives, 
shall be ~tained by the Seller until such litigation, claims, 
or exceptions h~ve been disposed of, but in no event for less 
than the six-year period :n$rrt;ioned above. 
(e) Except for documen~abr evidence delivered pUrsuant to 
subparagraph (c)' above, and tbk records described in. the proviso 
o:f: subparagraph (d) above, the' Seller may in fulfillment of its 
obligation to retain its records as required by tJp.s clause . · 
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substitute photographs; microphotographs or other authentic re-
productions of such reoords, after the expiration of two years 
following the last day of the month of reimbursement to the 
Seller of the invoice to which such records relate, unless-a 
shorter period is autllorized by the Contracting Officer with the 
concurrence of the Comptroller General or his duly authorized 
representative. 
(f) The provisions ·of this clause, including this . subpara-
graph (f), shall be applicable to and included in each subcontract· 
hereunder which is on a cost, cost-plus-a-fixed-fee, time-and-
material or labor-hour bas ;is. 
CLAUSE 8. Subcontracts 
(a) T}le Seller shall give advance notification to Buyer and 
the Contracting Officer of any proposed. subcontract hereunder 
which (i) is on a cost or cost-plus-a-fixed-fee basis, or (ii) ~s 
on a fixed-price basis exceeding. in dollar amount $25,000.00. · 
(b) The Seller shall not, witho-ql:; the prior written consent 
of Buyer and the; Contracting Office:!;', place any subcontract here-:-
under which (i) is on a cost or cost-plus-a-fixed-fee basis, or 
(ii) is on a tixed-price basis. exceeding :in dollar amount $251 000.001 
or (iii) provides for the fabrication, purchase, rental, install-
ation or other acquisition, of any item of industrial facilitie~; 
or of special tooling having a value in excess oi $1,000.00, or 
( i v) is on a time-and-material or labor-hour basis, or ( v) involves 
research and development work, or (vi) is for engineering servic~s. 
Buyer or the Contracting Officer ma;r, in their discretion, ratify 
in writing any such subcontract; such action shall constit1fte the 
consent of Buyer or the Contracting Officer, as the case may be, 
a~ required by this paragraph (b). 
(c) The Seller agree~ that no subcontract placed under this 
order .shall provide for payment on a cost-plus-a-percentage-of-
cost basis .. 
(d) The Contracting Officer may, in his discretion, specifi-
CallY approve in writing any of the provisions of a subcontract. 
However, s~ch approval or the consent of the Contracting Officer 
obtained as required by this clause shall not be construed to 
constitute a determination of the allowability of any cost under 
this order, unless such approval specifically provides that it 
constitutes a determination of the allowability of such cost. 
. (e) The Seller shall give Buyer and the Contracting' Officer 
illllllediate not;Lce in writing of any action or. suit filed, and 
prompt· notice of any claim made against the Seller by any sub.:. 
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contractor or vendor which, in the opinion of the Seller, llley 
result in litigation, related in any way to this order with 
respect to which the Seller may be entitled to reimbursement 
from Buyer. 
(f)· Buyer or the Contracting Officer may approve all or any 
part of the Seller's purchasing system and from time to time 1 . 
rescind or reinstate such approval. Such approval shall be deemed 
to ful:f'ill t:Q.e requirement illl.der paragraph (b) abov-e for obtaining 
Buyer's or the Contracting Officer's, as the case may be, con,sent · 
to subcontracts of the type described in paragraph (b )(ii) above. 
CLAUSE 9. Small Business 
(a) Seller shall subcontract to Small Business Concerns, as 
defined in Section 1-701 of ASPR, the maximum aJDOunt Seller finds 
to be consistent with efficient performance of this order. · · 
(b) If this order is for $100,000.00 or mo~ and S~ller is 
other than a Small Business Concern, Seller (i) shall, within 30 
da;ys after the end of each calendar quarter or portion thereof· 
during the life of this qrder,. submit co!ll!llitment statistics to 
Buyer in duplicate on Buyer' s "Quarterl.y Report of' Small Business 
Su'bcontracting11 form, and (ii) shall insert paragraphs (a) and (b) 
of this clause in all purchase orders and subcontracts issued under 
this order to other than Small Business Concerns for $1001 000.00 or 
more, and submit to Buyer in du.plica.te copies Of all quarterly 
reports received, 
(c) If this order is for $500,000.00 or more, Seller shall 
establish a Defense Subcontracting Small Business Progr-am as 
described in Section i-707 of ASPR. 
CLAUSE 10. . Termination 
(a) The perlormance of work unc;ler this order may be terminated 
by Buyer in accordance with this clati.se in whole, or :from ti:zntg to 
time in part, (l) whenever the Seller shall default in performance 
of this order in accordance with its terms (including in the term· 
"default" any such failure by the Seller to make progress in the 
P:J:'()Secu:tion of the work here'lm.der as endangers such performance), ,.: 
and shall fail to cure such default within a period of ten da;ys 
'(or such longer periods as Buyer ma;y allow) ~er receipt from 
Buyer of a notice specifying the defauJ,.t,·. or (2) whenever for 
any reason Buyer shall determine that such termination is in the 
best interests o:f' Buyer. .Any such termination shall be effected 
·by delivery to the Seller o:f' a Notice of Termin?-tion spe.cifying 
whetl?er termination is for the de:f'ault of the Seller or for the 
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convenience. of' Buyer, the extent ·to which per.formance of' work under 
the order is termina:ted, and the date upon which such te:rminatiop. 
becomes effective. If', a:f'ter notice o:f' termination of' this order 
:for default under (1) above, it is determined that the Seller's 
failure to :perform or to make progress in· pe:rf'ormance is due to 
causes beyond the control and without the fault or negligence of' 
the Seller pursuru1t to the provisions of the clause of this 
order relating to excusable delays, the Notice of Termination 
shall be deemed to have been issued. under (2) above, a..'l.d the 
rights and obligations of the parties hereto shaJ.l. in such event 
be governed accordingly. 
(b) After receipt of a Notice· of Termination. and except as 
otherwise directed by Buyer, tp.e Seller shall (1) stop work under 
the order on the date and to . the extent specified in the Notice of ·· 
Termination; (2) place no fUrther orders o~ subcontracts for mate-
rials, services or facilities except as may be necessary for 
completion of such portion of the work under the order as is not 
terminated; ( 3) terminate all orders and subcontracts to the 
extent that they relate to the performance of work terminated by 
the Notice of Termination; (4) assign to Buyer or the Government, 
in the manner and to the extent d:i,rected by Buyer, all of the 
right, title and ;tnterest of the Seller under the orders or sub..,. 
contracts so ter.m:inated_, in which case Buyer or the Government 
shall have the right, in its discretion, to settle or :pay any or 
all claims arising out o:f' the termina;l:iion of such orders and sub_; 
contracts; (5) With the approval or ratification of Buyer, to the 
extent it may require, "Yrhich approval or ratification shaJJ. be 
final and conclusive for all purposes of this clause, settle all 
outstanding liabilities and all claims arising out of such termi-
. . nation of orders and subcontracts, the cost of which would be 
reimbursable in whole or in part, in accordance with the provi-
sions of this order; ( 6) transfer title (to the extent that 
title has not already been trru1sferred) and, in the manner, to 
the extent, and at the times directed. by Buyer, deliver to Buyer 
or the Government ( i) the fabricated or· u:af'abricated parts, work 
in process, completed "t-rork, supplies and other material :produced 
as a :part of', or acquired in respect of the performance o:t;, the 
work terminated by the Notice of Termination, (ii) the completed 
or partially conwleted plans 1 drawings, inf'ormation and other 
property which, if the order had been completed, would be required 
to be furnished to Buyer, and (iii) the jigs, dies and :fixtures, 
and other special tools and ·cooling acquired or manuf'actured f'or 
the performance of' this order for the cost of which the Seller . 
has been or will be reimbursed under this order; (7) use its best 
ef'.forts to sell in the manner, at the times, to the extent and at 
the price or prices ~trected or authorized by Buyer, any property 
of the types ret erred to in :p:ro\'"ision ( 6) of this paragraph, pl;'O-
vided, however, that the Seller (j.) shaJJ. not be re<iuired to · 
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extend credit to any purchaser, and ( ii) may acquire any such 
property under the conditions prescribed by and at a price or 
prices approved by Buyer; and provided further that the proceeds 
of any such transfer or disposition shall be applied in reduction 
of any payments to be made by :Buyer to the Seller under this order 
or shall otherwise be credited to the price or cost of the ~ork 
covered by this order or paid in such other manner as Buyer may 
· direct; ( 8) co:m;plete perl'ormance of such part of the ~ork as shall 
ha\fe not been terminated by the Notice of Termination; and (9) take 
such action as may be necessary, or as Buyer may direct, for the 
protection and preservation of the property· related to this Order 
~hich is in the possession of the Seller in 'vhich Buyer or the 
Govermnent has or may acquire an interest. The Seller shall pro-
ceed immediately with the performance of the above obligations 
notwithstanding any delay in determining or adjusting the amount 
of the fixed fee, or any item of reimbursable cost, under this 
clause. At any time after expiration of the pl~,,nt clearance 
period, as de~ined in Section VIII, Armed Services Procurement 
Regulation, as it may be amended from time to time, the Seller 
may submit to Buyer a list, certified as to qul3ll.tity and quality, 
of any or all items .of termination inventory not pre\fiously dis-
posed of, exclusive of items the disposition of \vbich has been 
directed or authorized by Buyer, and m,ay request Buyer to remove 
such items or enter into a stor~e agreement covering them. Not 
later t~ fifteen (15) days thereafter Buyer or the Government 
will accept title to such items and remove them or enter into a 
storage agreement covering the same, provided that the list sub-
mitted shall be subject to verification by Buyer or the Government 
upon removal of the items, or if the items are stored, within 
forty-five (45) days from the date of submission of the list, and 
any necessary adjustment to correct the list as submitted shall 
be made prior to final settlement~ · 
(c) After receipt of a Notice of Termination, the Seller 
shaJ.l submit to Buyer its termination claim in the form and with 
the certification prescribed by Buyer and applicable regulations 
relating to termination. Such claim shall be submitted pro:m;ptly 
but in no event later than six montb.s from the effective date of 
termination, unless one or more extensions in writing are granted 
by Buyer upon request of the Seller ml;':l.de in writing within such 
six-month period or authorized extension thereof , However, if 
Buyer determines that the facts justify such actio11., it ma:y re-
ceive and act upon any such termination claim at any time after 
such six-month period or any extention thereof. . Upon fail.ti.re 
of the Seller to submit its termination claim within the time· 
allowed, Buyer may determine~ on the basis of information avail-
able to it, the am0unt, if any, due to the Seller by reason of 
the termination and such determination shall be final. After 
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Buyer has made a determination under this paragraph, it shall 
pa;y to the Seller the amount so determined. 
(d) Subject to the provisions of' :paragraph (c), the Seller 
and Buyer may· agree upon the 1~hole or any part of' the amount · 
or amount$ to be paid (including an allowance for the fee) to 
the Seller by reason of the total or partial termination of work 
:pursuant to this clause. The order shall be a.niended accordingly, 
and the Seller shall be :paid the agreed 8llJ.Oun,t. 
(e) In the event of the fail.ure of' the Seller and Buyer to 
agree in whole or ·in part, as provided in paragraph (d) above, as 
to the amounts. With respect to costs and fee, or as to the amount 
of the fee, to be :paid to the Seller in con,n.ection with tl;le termi-
nation of work :Pursuant to this clause, Buyer shall pay the Seller 
an amount determined as follows: 
(l.) If the settlement includes cost and fee,· 
(i) There sruul be included therein all costs and 
expenses reimbursable in accordance with this order not :previously 
:paid to the Seller for the performance· of this order prior to the 
effective date of' the Notice of' Termination, and such of' these 
costs as may continue for a reasonable time thereafter with the 
approval of' or as directed by Buyer; provided, however, that the · 
Seller shall proceed as rapidly as :practicaQle to discontinue sucn 
costs. 
( ii) There shall be included therein, so far as 
not included under ( i) above, the cost of' settl,.ing and payilig 
claims arising out of th~ termination of' work under the subcontracts · 
or orders, as provided in paragraph (b) ( 5) above, which · a,re :pro-
perly chargeable. to the terminated :portion of the order. 
(iii) There shall be included there~ the reason-
able costs of' settlement, including accounting, legal., clericaJ. 
and other expenses reasonably necessary ~or the :preparation of , 
settlement claim~ and supporting data with respect to the termin.-
ated :portion of the 0rder and for the termination and settlement 
of sUbcontracts thereunder, together with reasonable storage, trans-
portation and other costs incurred in connection with tP.e protec-
tion or disposition of' termination inventory; provided, however, 
that if the termination is for default of the Seller, there shall 
not be included any amounts for the preparation of the Seller's 
settlemel;lt :pro:posal. · 
\ (iv) · Tli~re shall be included. therein a :portion of' the 
fee :payab;Le under 'the order determined as follows : 
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(A) · In the event of the termination of this , 
order for.the convenience of Buyer and not for the default of 
the Seller, there shall be paid a percentage of the fee equiva-
lent to the percentage of the completion of work contemplated by 
the order, less fee payments previously made hereunder. 
(B) In the event of the termination of this order 
for the default ·of the Seller, the total fee payable shall be 
such proportionate part of the fee (or, if .this order calls for 
articles of different types, of such part of the fee as is ·. 
reasonably allocable to the type of articl~ under consideration) 
as the total number of articles delivered to and accepted by 
Buyer bears to the total number of articles of a like· kind called 
for by this order. 
If the amount determined under this . paragraph 
is less than the total payment of fee theretofore made to the 
Seller, the Seller shall repay ·to Buyer the excess amount. 
( 2) If th~ settlement includes only the fee, the amount 
thereof will be determined in accordance with subparagraph (e)(l) .· 
(iV') above. · 
(f) In arriV'ing at the amount due the Seller under this 
clause there shall be deducted (1) all unliquidated advance or 
other unliquidated payments theretofore made to the Seller, ( 2) 
any claim which Buyer or the Government may ha~:'-;ag9inst the 
Seller in connection with this order and (3) :t;lti.5c~·:~g£eed price 
for, or the proceeds of sale of, any lilltbe'fiiil~.;··<i~pp:t:Les o~ other 
things acquired by the Seller or sold pursuant·,to .the provisions 
of this clause and not otherwise recovered by or credited to 
Buyer or the Government. · · 
(g) In the event of a partial termination, the portion of 
the fee which is payable with respect to the work under the con-
tinued portion of the order shall be equitably adjusted by agree-
ment between the Seller and Buyer, and such adjustment shall be 
evidenced by an amendment to this order. 
(h) . Buyer may from time to time, under· such terms and 
conditions as it may prescribe, make partial payments and pay-
ments on account against .costs incurred by the Se]J..er in connec-. 
tion with the terminated portion o:f the order wb.Ef~~~~ in the 
opinion of Buyer the aggregate of such payments sh ' {be within 
the amount to which the Seller Will be entitled hereunder. If· 
the total of such payments is in excess of the amount :finally 
determined to be due under this· clause, such excess shall be 
pay-able by the Seller to Buyer upon demand, together with interest 
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computed at the rate of six per cent ( 6r{O) per annum, for the 
period from the date such excess payment is received by the 
Seller to the date on which such excess is repaid to Buyer; 
provided, _ however, that no interest shall be charged with 
respect to a:ay such excess payment attributable to a reduction 
in the Seller's claim by reason of retention or other disposi-
t:ion of terminat:ion invent6ry until ten -days after the date· 
of such retention or disposition, or such.later date as deter-
mined by Buyer by reason of the circumstances. 
CLAUSE ll. Excusable Del9\Y:S 
The Seller shall promptly notify Buyer in writing of the 
facts relating to any cause which may result in dela:t or fail-
ure to perform. Except with respect to_ defaults of subcon-
t~actors, the Seller shall not be in default by reason of any · 
fa:ilure :in performance of this order in accordance with its 
terms (including any failure by the Seller to make progress in 
the prosecut:ion of the work hereunder which endangers such per-
formance) if such failure arises out of causes beyond the con-
trol and without the fault or. negligence of the Seller. Such 
causes may include, but are not restricted to: acts of God ·or 
of the public_ enemy; acts of the Government; fires; floods; 
epidemics; quarantine restrictions; strikes; freight embargoes;· 
and unusually severe weather; but in every case the fa:ilure to 
perform must be beyond the control and without the fault or negli-
gence of the Seller. If the failure to perform is caused by the_ 
failure of a subcontractor to perform' or make progress, and if 
such failure arises out"of' causes beyond the control of both the 
Seller and subcontractor, and without the fault or negligence of 
either of them, the Seller shall not be deemed to be in· default, .• 
unless ( i) the supplies or services to be furnished by the sub-
contractor were obta:inable from other sources J ( ii) Buyer shall 
have ordered the Seller in writirig to procure such supplies or 
services from such other sources 1 and (iii) . the Seller shall have 
failed to COIIIJ?ly reasonably with such order. Upon request of the 
Seller, the parties shall ascertain the facts and extent of such 
failure and, if such failure was oc-casioned by any one or more 
of the said causes, the performance and delivery schedule shall, 
be revised accordingly, subject to the rights of Buyer under the 
clause hereof entitled "Termination". · 
CLAUSE 12. Compliance with Federal, State. and Loc~ -Laws 
Seller warrants that in the performance of this order, it 
has complied with or Will comply With all applicable Federal, 
state and local laws and ordinances and all lawful orders, rules · 
and regulations thereunder, including but not by way· of limi:ta-
tion, the applicable provisions of the Fa:ir Labor Standards Act 
of 1938 as amended (29 u.s.a. Sec. 201-219), the Walsh-Healey . 
;: . ~ . 
Public Contracts ·Act as amended (41·u.S.C. Sec. 35-45), the Eight-
Hour Law of 1912 as amended (4o U.S.C. Sec. 324-326) and all 
law.t'Ul rules and regulations thereunder. Sellel" agrees that this 
warranty ma.y be considered as the 'Wl'itten assurance contemplated 
by the Fair Labor Standards Act of 1938 as ~ended that all items 
delivered hereunder were produced in compliance with said Act. 
CLAUSE 13. !iondiscrimination in Employment 
In connection with the performance of work under this order, 
the Seller agrees not to discriminate against any employee or 
. applicant for employment because of race~ religion, color or 
national origin. The at'oresaid provision shall include, but not 
be limited to, the following~ employment, upgrading, demotion 
or transfer; recruitment or recruitment advertising; lS\Y'ofi' or 
termination; rates of pay or other :forms of compensation; and 
selection for training, including apprenticeship. The Seller 
agrees to post hereafter in conspicuous places, available for 
employees and applicants for employment, notices to be provided 
by the Contracting Officer setting forth the provisions of the 
nondiscrimination clause. · 
CLAUSE 14. Notice of Labor Dis;eutes 
Whenever Seller has knowledge that any actual or potential 
labor dispute is delaying or threatens to delay the timely per-
formance of this order, Seller s4all immediately give notice 
thereof, including all relevant information with respect thereto, 
to Buyer. Seller shall insert the substance of this clause, in-
cluding this sentence, in any subcontract hereunder as to which 
a labor dispute may delay the ti:rnely performance of this order, 
except that any subcontractor need give the required notice and 
information only to its next higher-tier subcontractor. 
CLAUSE 15. BU)V American Act 
Seller warrants that the items delivered under this order 
will be mined or produced in the United States or manufactured 
therein from components mined, produced or manufactured therein 
to the extent required under the Buy American Act ( 41 U. S. C. 
10 a-d) and the applicable determinations thereunder. . 
CLAUSE 16. Rene~otiatioE: 
· (a) To the extent req~red by law, this order is subje~t 
to the Renegotiation Act of 1951 (P.L. 9, 82d Cong., 65 Stat. 7) 
as amep.ded (P.L~ 764, 83d Cong., 68 Stat. 1116; P.L. 216; 84th 
Cong., 69 Stat~ 447), and to any subsequent act of Congress 
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providing for the renegotiation of contracts. Nothing contained in 
this clause shall impose any renegotiation obligation with respect· 
to this order or any subcontract hereunder which is not imposed 
· by ~ act of C~mgress heretofore or hereafter enacted. Subject 
to the foregoing, this order shal.l be deemed to contain aJ.l the 
provisions required by Section 104 of the Renegotiation Act of 
1951, and by any such other. act, without subsequent contract 
amen,dment specificaJ.ly incorporating such provisions. 
(b) 'rbe Seller agrees to insert the provisions of this 
clause, including this paragraph (b), in aJ.1 subcontracts as 
that term iS defined in section 103g of the Renegotiation Act 
of 1951 or in any subs¢quent act of Congress providing for the 
~negotiation of ·contracts~ 
CL.ALSE 17. Military Security Requirements 
(a) The p~Visions of this clause shall apply to the ex-
. _ tent 'Ghat tb,:ta order involves access to information classified 
11Cont:idential11 including 11Confidential-.-Modified HandJ.ing Authorized" 
or higher. 
(b) Buyer shall notify the Seller of. the security classific- · 
ation of this order and the elements thereof, and of any subsequent 
revisions in such security classification, by the use of a Security 
Requirements Check List (DD Form 254), or other written notification. 
(c) !Co the extent Beyer has indicated as of the date of 
this order or thereafter indicates security classification under 
this order a.s provided in paragraph (b) above, the' Seller shall 
safeguard a.U classified elements of this order and shall provid.S 
and. maintain ~ system of security controls witlU.n its own organiza-
tion i~ accordance with the requirements of: 
(i) the Security Agreement (DD Form 441), including . 
the Department of Defense Industrial Security Manual for Safe-
guarding Classified Information as in effect on date of this · 
order, and any modification to the Security .Agreement for the 
purpose of adapting the Manual. to the Seller's businessj and 
(ii) any amendments to said Manual made after the 
date of this order, notice of which has been furnished to the 
Seller by the Security Office of the Military Department having 
secur~ty cognizance over the facility. 
(a) Representatives of the Military Department having security 
.cognizance over the facility and representatives of the Department 
which issued the prime contract shall have the right to· inspect at 
reasonable intervals the procedures, methods and i'acilities utilized 
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by the Seller in complying with the security requirements ~der 
this order. Should the Gover.a.ment, throtlgh these represer;.tati ves, 
determine that the S.eller is not complying with the security 
requirements of this order, the Seller shall be ini'o:r."lll.ed in 
writing by the Security Office of the c,:>gnizant Military De:r;,hl'tment 
of the proper'action to be t~~n in order to effect compliance 
with such reqUirements. 
(e) If, subsequent to the date of this order, the security 
classifications or requirements under this order are cb.anged by 
Buyer or the Government as provided in this clause, a.lld if such 
change causes an increase or decrease in the estimated cost of . 
performance of this o-r.d.el', the estima:ted cost and fixed fee sha.ll, 
to the extent appropriate, be subject to an equitable adjustment. 
Any such equitable adjustment shall be accol!If'lished in the ms.nner 
set forth in the 11 Ch.anges 11 clause in tlrls order. 
(f) The Seller a.gret::s to ~.nsf):ct;, in all subcontracts here-
under 'rhich involve access to classified information, provisions 
which shall con:f'or.m subntantially to the lanE:,ru.sge of this clause, 
· including this paragraph (f) but excluding paragraph (e) of this 
clause. The Seller may insert in axzy such subcontract, and any 
such subcontract entered into ·the:!:.'eunder may contain, in lieu of 
paragraph (e::) of this clause, p:::--)visions which permit equitable 
adjustments to b8 made in the subcontract price or in the estimated 
cost and fixed fee of the subcont1•act (as app:·:opriate to the type 
of subcontract involved) on account of changea in security class-
ifications or requirements made under the provisions of' this clause 
subsequent to the date o±' the subcontract involved. 
(g) The Seller also agrees that it shall determine that any 
subcontractor proposed by it for the :f\u'nishing of. supplies or 
services vrhich vlill involve· access to classified information in 
the Seller's. custody has been granted an appropriate facility 
security·clearance,. which is still in effect, prior to being ac-
corded access to such classif':l,ed information. 
CLAUSE 18. Gove~~t ?!.?;Q~rt,;v 
(a) Buyer or the Government sha.ll deliver to t'b..e Seller 
for use in connection -vrith and under the terms of this order the 
property described in the order or specifications as property 
to be furnished by Buyer or the Government, together with such 
related data and information as the Selle1· :ma:y req;nest and. as 
may reasonably be requir~d. for the ix~euded use of such_property 
(hereinaf'ter referred to as 11G-overnment-furnished Pl·operty'1 ). 
The delivery or performance ~ates :t'or the supplies or services 
to be :furnished by tbe Seller ml'ier this order are based \tp.:>n 
·the expectation tb.at Government-furnished Property suitable for 
use will be delivered to the Sell.er at ·the times stated in the 
order or, if not so stated, in s1Xf':f'i.cient t:l.me to enable the 
Seller to meet such de1ivery or performance dates. In the event 
that Govern.ment-:furnished Property is no·t delivered to the Seller 
by such time or times, and such delay causes an increase in the 
estimated cost of', or the time required forJ' per:f'ormance of this 
order, or otherwise affects a:ny other provisions of' this order, 
UJ:)on a timely written request by the Seller, an equita'tlle adjust-
ment in the estimated cpst, fixed fee or·deliver,y or performance . 
dates, or all of them, and any other contractual provisions af-
fected by such delay shall be made" in accordance with the pro-
cedures provided for in the clause of t.his oruer entitled. 11 Changes '1 • 
In the event that Government ... f'Ul:1lished P:roperty is .received by 
the Seller in a condition not suitable for the intended use, the 
Seller shall, upon receipt thereof, notify Beyer of such fact 
ana., as directed by Buyer, either (i) return such property at 
Buyer's or the Government 0 s expense or otherwise dispose of the 
pro~erty OX' ( ii) effect repairs or modii'icatiol'lS. Upon completion 
of' \i) or (ii) above, and. upon a timely written request by the 
Seller, an equitable adjustment in th:e estimated cost, fixed fee 
or delivery or performance dates, or all of them, and any other 
contractual provisions affected by the return or disposition, or 
the repair or modification, sb.all be made in accordance with the 
procedures provided for in the clause of this order entitled 
"Cha+tges" • · The foregoing prbvisions for a.O.justment are exclusive, 
and ne;i.ther Buyer nor the Government shaJ.l be liable to suit for 
breach of contract by reason of any delay in delivery o:f' Government-
furnished Property or delivery of such property in a condition 
· not s¢table :f'or its intended use. 
· (b) Title to all property .furnished by Buyer or the Govern- . 
ment, is and shall reli!.8.in in the Government. Title to all property 
purchased by the Seller, for the cost of vrhich the Seller is en-
· titled to be reimbursed as a direct item of cost under this order, 
shaJ.l pass to and vest in the GoVernment ua;>on deli very of such 
property by the vendor. Title to other property, the cost of 
which is reimbursable to the Seller under this order, shall pass 
to and vest in the Government upon ·(i) issuance for use. of such 
property in_ the performance of this order, or ( ii) commencement 
ot pr0cessing or use of such property in the performance of this 
order, or (iii) reimbursement of the cost thereof by Buyer, in 
whole or in the percentage prevailing by reason of the clause of 
the subcontract entitled 11.Allowable Cost, Fixed Fee a;n.d. :Payment", 
whichever first occurs. All Government-furnished Property, together 
with all property acquired by the Seller, title to which vests in 
the Government under this paragraph, is subject to the p!,'ovisions 
o:f' this clause and is hereinafter collectively referred to as 
"Government Property". 
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(c) Title to the Government :Property shaJ.l not be a.:f':t'ected 
by the incorporation or attachment thereof' to any property not 
owned by the Government, nor shall such Government Property, or 
a:oy part thereof, be or become a fixture or lose its identity as 
personalty by reason of' ai':t'ixation to a:oy realty. The -Seller 
shall com.P1Y with the provisions of' the "Manual for Control of' 
Government :Property in :Possession of' Contractors 11 , .Appendix B 
to ASPR, which Manual is hereby incorporated herein ·by reference. 
(d) The .Government Property provided or furnished pursuant 
to the terms of this order shall., 'Unless otherwise provided 
herein, be used only for the performance of this order. 
(e) The Seller shall maintain and a.dminister in accordance 
with sound industrial practice, a program for the maintenance, 
repair, prot~ction and preservation of Government Property so 
as to assure its full availability and usefulness for the per-
formance of' this order. The Seller sha:U take aJ.1 reasona,ble 
steps to com.P1Y with all approp;riate directions or instructions 
wbich Buyer or the Contracting Officer may prescribe as reason-
ably necessa.:cy for the protection of' Government Property. 
(f') The Seller, upon the delivery to it or acquisition by 
it o:t:. any of' the Government :Property~ assumes the risk of and 
shall be responsible for all loss thereof or damage thereto. 
When such property is no longer needed f'or the perf'orman.ce hereof 
or at such other time as may be directed by Buyer pursuant to · 
paragraph (h) of' this clause, the Seller shall :return such pro-
perty to Buyer in as good condition as when received, except 
for reasonable wear and tear and except to the extent such pro-
perty has been incorporated in items delivered to Buyer or has 
been consumed in the normal performance of work hereunder. 
(Ii' it is specifically provided in this order that "alternate' 
paragraph (f)" of this clause shall. apply to this order, para-
graph (f) above shaJ.1 be deemed deleted and the :f'ollowing para-
graph (f') shaJ.l apply in lieu thereof; if it is not so provided 
in this order, the following p~agraph (f) shall be deemed deleted. ) 
(f') (alternate paragraph) 
(i) The Seller shall not be liable :f'or any loss of' 
or dalllage to the Government .Property, or f'or expenses incidental 
to such loss or damage:, except that the Seller shall be respons-
ib_le for any such loss or damage (including expenses incidental 
thereto) (A) which results from wi1J..f'uJ. misconduct or lack of' 
good faith on the part of any of' the Seller 1 s directors or of'ficers, 
or an the part of' any of' its managers, superintendents or other 
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equivalent repre$entatives, who has supervision or direction of 
(I) all or substantially all of the Seller's b~iness, or (II) 
all or substantiaJ.ly all of the Seller's operations at any one 
plant or separate location in which this order is being performed, 
or (III) a separate and complete major industrial operation in 
connection with the performance of this order; or (B). which re-
sults from a fl;l.ilure on the part of the Seller, due to the willful 
misconduct or lack of good faith on the part of any of its direc-
tors, officers or othe.r representatives mentioned in subpa.r~raph 
(A) above, (I) to maintain and administe:r, in accordance with . 
sound industrial. pr,a.ctice, the program for maintenance, repair, 
protection and preservation of Government Property as required 
by paragraph (e) hereof, or (II) to take all reasonable steps 
to comply with any appropriate written directions of Buyer or 
the Contracting Officer under paragraph (e) hereof; or (C) for 
which the Seller is otherwise responsible under the express 
terms of this order; or (D) which results from a risk expressly 
required to be insured under this order, but only to the extent 
o'f the :insurance so required to be procured and maintained, or 
to the extent of insurance actually procured and maintained, 
whichever is greater; or (E) which results from a risk which is 
in fact covered by insurance or for which the Seller is other-
wise reimbursed, but only to the extent of such insurance or 
reimbursement; provided that, if more than one of the above ex-
ceptions shall be applicable in any case, the Seller's liability 
under any one exception shall not be limited by any other excep-
tion. This· clause shall not be construed as relieving any sub-
contractor under this order from liability for loss or destruc-
tion of or damage to Government Property in its possession or 
control, except to the extent that the subcontract, with the 
prior approval of the Contracting Of'ficer, may provide for the 
relief of the subcontractor from such liabilit.y. In the absence 
of such approval, the subcontract shall contain appropriate pro':' 
visions requiring the return of all Government Property in as good 
condition as when received, except for reasonable wear and tear 
on for the utilization of the property in accordance with the 
provisions of tMs order. · 
(ii) The Seller shall not be reimbursed for, and 
shall not include as an item of overhead, the cost of insur~ce, 
or any provision for a ~serve, covering the risk of loss of or 
damage to the Government Property, except to the extent that . 
Buyer may have required the Seller to ca.rry such insurance under 
any other provision of this order. 
(iii) Upon the happening of loss or destruction of or 
d.ama.g~ to t~ Gpvernment Property, the Seller shall notify Buyer 
.and the Contracting Officer thereof, and shall communicate with 
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. the Loss and Salvage Organization, if any, now or hereafter 
designated by the Contracting Officer, and with the assistance 
of the Loss and Salvage Organization so designated (unless the 
Contracting Officer has designated that no such organization 
be employed), shall take all reasonable .steps to protect the 
Government Property from further damage, separate the damaged 
and undamaged Government Property, put all the Government Prop-
. erty in the best possible order, and furnish to Buyer and the 
Contracting Officer a statement of (A) the lost, destroyed and 
damaged Government Property, (B) tb.e time and origin of the . · 
loss, destruction or damage, (c) all knovr.n interests in commingled 
property of which· the Government Property is a part, and. (D) the 
insurance, if any, covering any part o:f' or interest in such com-
mingled property. The Seller shall make repairs and renovations 
of the damaged Government Property or take such other action 
as Buyer directs. 
(iv) In the event the Seller is indemni:l;'ied, r~im.­
bursed or otherwise compensated. ;for any loss or destruction of 
or a.amage to the Government Property; it shall use .the proceeds 
to repair, renovate or replace the Government Property involved, 
or shall credit such proceeds against 'the cost of the work covered 
by the order, or shall otherwise reimburse Buyer, as directed by 
Buyer. The Seller shall. do nothing to prejudice the Government's 
right to recover against third parties for any such loss, destruc-
tion or damage, and, upon the request of the Contracting Officer, 
shall, at the Goveril.ment 1 s expense, furnish to the Government 
all reasonable assistance and cooperation (including the prosecu-
tion of suit and the execution o:f' instruments of assignment in 
favor of the Government ) in obtaining recovery. In addition, 
where a subcont.ractor bas not been relieved fl~om liability for 
arrj" loss or destruction of or damage to Government Property, 
the Seller shall enforce the liability of the suocontra.ctor 
for such loss or destruction o:f' or damage to the Government 
Property for the benefit of the Government. 
(g) Buyer and the· Government shall at all reasonable times 
have access to the premises where any of the Government Property 
is located.. · · 
(h) The Government Property shall remain in the possession 
of the Seller for such period of time as is required for the 
performance of this order unless Buyer otherwise directs. In 
such case, the Seller shall promptly take such action as Buyer 
may direct with respect to the removal and shipping of Govern-
ment Property. In any such instance, the order may be amended 
to accomplish an equitable adjustment i..'l'l the terms and provisions 
thereof. 
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(i) Upon the completion of this order, or at such earlier 
dates as may be f:i,xed by Buyer, the Seller shall submit to Buyer 
in a form acceptable to it;, inventory schedules covering aJ.l 
items of the Government Property not consumed in the performance 
of this order, or not theretofore delivered to Buyer or the 
Government, and shall deliver or make such other disposal of 
such Government Property as may be directed or authorized by 
Buyer. The net proceeds bf any such disposal shall be credited 
to i,;he cost of the work covered by the order or shaD. be paid 
in such manner as Buyer may direct. The foregoing provisions 
shall apply to scrap from Government Property; provided, hovrever, 
that the Seller may, subject to approval or the Contracting 
Officer, omit from such inventory schedules any scrap consist-
ing of cutting and processing waste, such as chips, cuttings, 
borings, turnings, short ends, circles, trimmings, clippings 
and remnants, and to dispose of s1,1ch scrap in accordance with 
the Seller's normal practice and account therefore as a part of 
general overhead or other reimbursable-cost in accordance with 
the Seller's established accounting procedures. 
( j) Unle'ss otherwise provided herein, neither Buyer nor 
the Government shall be· under any duty or obligation to restore 
or rehabilitate, or to pay the costs of the restoration or re-
habilitation of the Seller's plant or any portion the~eof which 
is a.f'fected by the removal of any Government Property. 
(k) Directions of Buyer and the Contracting Officer and 
·communications of the Seller issued pursuant to this clause shall 
be in writing. 
CLAUSE 19. Insurance--Liability to Third Persons · 
(a) The Seller shall procure and therea.f'ter maintain work-
men's compensation, employer's liability, comprehensive general 
liability (bodily injury) and comprehensive automobile liability 
(bodily injury and property damage) insurance, with respect to 
performance under this order, and such other insurance as Buyer 
may from time to time require with respect to performance under 
this order; provided that the Seller in fulfilllnent of its ob-
ligation to procu.;re workmen's compensation insurance may, with 
the approval of Buyer and pursuant to statutory authority, main-
tain a self -insurance program. .All insurance required pursuant 
to the provisions of 'this paragraph shall be in such form, in such 
amounts and for such ·periods of time as Buyer may from time to 
time require or approve, and with insurers approved by Buyer. 
(b) The Seller agrees, to the extent and in the manner re-
quired by Buyer, to submit for the approval of Buyer any oth~r 
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insurance maintained by the Seller in connection ~nth the per-
,fol"l'!lallce . of this order and for 'Which the Seller seeks reiml:rt,\rse-
ment bere1.mder. 
(c) The Seller shall .be reimbursed: ( i) for the portion 
allocable to this order of the reasonable cost of insur&lce as 
required or approved pursuant to the provisio~s of this clause, 
and ( ii) for liabilities to third persons for loss of or damage 
to property (other than property (A) owned, occupied or n.sed by 
the Seller or rented to· the Seller or (B) in the care, custody · 
or control of the Seller) , or for death or bodily injury, not 
compensated by insurance or otherwise, ari::ing out ·of the per-. 
formance of this order, whether or not caused by the neg.ltgence 
of the Seller, its agents, servants or employees, provided such 
liabili ti_es are represented by final judgments or by settl.e:rnents 
approved in writing by Buyer and the Government, and expem:e:s 
incidental to such liabilit~es, except liabilities (I) t"or wihich 
the Seller is otherwise re.sponsible under the e;Kpress terms of 
any other clause or clauses of this order, or (II) · with respect 
to which the Seller has i'ailed to insure as required or maintain 
insurance as approved by Buyer or (III) which results from will-
ful misconduct or lack of good fa.i th on the part of any of the 
Seller9 s directors or officers, or on the part of any of its roana-
gers, superintendents or other equivalent representatives, ulho 
has supervision or direction of (1) all or substantially all of 
the Seller 0 s business, or (2) all or su1>stantially all of' the 
Seller's operations at any one plant or separate location :i.n which 
- this oro.er is being performed or (3) a separate and compl~te 
major industrial operation in cor.mect;ion with the performance 
of this order. The foregoing shall not restrict the right o:f' 
the Seller to·be re:l:m.bursed for the cost of insurance lllSointained 
by the Seller in cou:;::~ction with the performance of this order 
other than insurance required to be submitted for approval or 
required to be procured and maintained pursuant to the provisions 
of .this clause, provided such cost would constitute Allowable 
Cost under the- clause of tbis order entitled "Allowable Cost, 
Fi>..-ed Fee and Payment" . 
(d.) The Seller shall give Buyer or its represeritati ves 
immediate notice of any suit or action filed, or prompt notice 
o.t any cl.aim made, against -t;he Seller arising out of the perform-
ance o'f this order, the cost and expense of which may be reim-
bursable to the Seller under the provisions .of this order, and 
the risk of which is then uninsured or in which the amount claimed 
exceeds the amount of coverage. The Seller shall :fu.rnish immedi-
ately to.Bu~er copies of all pertinent papers received by the 
~eller. If the amount of the liability ~laimed exceeds the· amount 
of coverage, the Seller shall autho'rize represent1.3.tives of Buyer 
and/or the Government to collaborate with counsel for the insur-
ance carrier, if any, in settling or defending such claim. If' 
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the liability is not insured or covered by bond, the Seller shall, 
if required by Buyer or the Government, authorize representatives 
of Buyer and/ or the Government to settle or defend any such claim 
and to represent the Seller in or take charge of any litigation in 
connection therewith; provided, 'ho"t~ver, that the Seller may, at 
its ow. exp8nse, be associated with the representatives of' Buyer 
and/or the Government in the settlement or defense of any such 
claim or litigation. 
CLAUSE 20. Notice and Assistance 
(a) The Seller shall report to Buyer, proDIJ?tly and in a 
reasonable written detail; each notice or claim or patent in-
fringement based on the performance of this order of which the 
Seller has knowledge . 
(b) In the event o:f' any suit against Buyer or the Government, 
or any claim against Buyer or the Government made before suit 
has been instituted, on account of any alleged patent infri~~e-
ment arising out of the perfor:m.ance of this order or out of the 
use of' any supplies furnished or work or services performed here-
under, the Seller shall furnish to Buyer and the Government, upon 
request, all evidence and information in possession of the Seller 
pertaining to such suit or claim. Such evidence and information 
shall be furnished at the expense of' Buyer or the Government 
except in those cases in which the Seller has agreed to :indemnify 
Bu:yer or the Government against the claim being asserted_. 
CLAUSE 21. Filing of Patent Applications 
There is hereby incorporated herein by reference the . "Filing 
of Patent Applicationsu clause set .forth in Section 9-106 of ASPR, 
except that the term "Contractor" used therein shall mean the 
Seller and the term "contract" shaJ.l mean this order. 
CLAUSE 22. Patent Rights--Government 
If this order calls :for "Vtrork costing $3,000.00 or more and 
if it ha.s. experimental, developmental or research work as one o:f 
its purposes, there is hereby incorporate~ herein by reference, 
for the benefit o:f the Govei"l'B!nellll.t, the "Patent Rights" clause 
set forth in Section 9-l07 .2 of ASPR, except tha.t the term 11 Con-
tractor" used therein shaJ.l mean the Seller and the term "contract" 
· shall mean this order . 
CLAUSE 23. Rights in Data- -Government 
-------------------------
There is hereby incorporated herein by ref{'lrence, for the 
bene~it of the Government, the clause set forth in Section 9-203.l 
of ASPR, except that the term "Contractor" used therein shall mean 
the Seller and the term "contract" shall mean this order. 
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CI.AUSE 24. Discl.osu:re and t!,se of D,!=!_~i gns z Data, Etc. 
The Seller shaJ.l keep confidential all designs, processes, 
drawings, specifications, reports, data and other technical or 
proprietary information and the features of all parts, equip-
ment, tools, gauges, patterns a.nd other items furnished or 
. disclosed. to the Seller by Buyer in connection with this order 
to the extent that such information or the features of such 
items are not otherwise kn~m or available to the Seller 
from sources other than Buyer. Unless otherwise provided 
herein or authorized by Bu;yer in writing, the Seller shall 
use suCh information and items only in tbe performance of 
this order and shall retwrn the same to Buyer upon the com-
pletion or termination of this order. 
CLAUSE 25 . Priori ties 1 All~a.tions and Allotments 
The Seller agrees, in the procurement and use of mate-
rials required for the performance of th:i.s order, to coro;ply 
with the provisions of all applicable rules and regulations 
of t'he :Business and Defense Services Administration, j,nclud-
ing Defense Materials System regulations. 
CLAUSE 26. Safety and Accident Prevention 
In performing any work under this order on prem.i.ses , 
whiCh are under the direct control of the Government, the 
Seller shall ( i) conform to all safety rules and requirements 
prescribed in Air Force Manual 32-3, as in effect on the 
date of this order and ( ii) take such ad.di tional precautions 
as Buyer or the Contracting Officer may reasonably require 
for safety and accident prevention purposes. The Seller a-
grees to t.ake all reasonable steps and precautions to pre-
vent accidents and preserve the life an~ health of Seller, 
Buyer and Government personnel pe.r:•for:mi.ng or in any way com-
ing in contact with the performance of this order on such 
premises. Any violation of such rules and requirements, 
unless promptly corrected, as directed by Buyer or Contract-
ing Officer, shall be grounds for ter.mdnation of this order 
in accordance with the default provisions hereof. 
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CLAUSE 27. .Ammunition &Jd Explosive Material Safety 
The Seller sha~l comply with the applicable portions of 
Air Force Technical Orders llA-1:..20, llC-1-6, llW-1-2, llW-1-3, 
42Bl-l-6 and AF Regulation 86-6, in effect on the date of tM.s 
order, in a.ddi tion to local., state and federal ord.inances, laws 
and cod.es in the manufacture, handling, storage, packaging, trans-
portation or use whiCh may affect the performance of this order 
of Government, Buyer or Seller-owned ammunition or explosive 
material . The Seller shall also comply with any addi tionaJ. safety 
measures required by Buyer or the Contracting Officer with· re-
gard to such annnuni tion or explosive material; provided that 
if compliance with such additional safety measures results :l.n 
a material increase in the cost or time of performance of this 
order, an equitable adjustment will be made in accordance 1d th 
the clause hereof entitled "Changes". 
CLAUSE 28. Quality Control Specification 
The Seller's 1ystem of quality control during the perform-
ance of this order §hall be in accordance with the provisions 
of Military Specification MIL-Q-5923,.1 as in effect on the date 
of this order, and GUCh specification is hereby incorporated 
herein by reference. 
CLAUSE 29. Excess Profits 
The Seller agrees that 1 unless otherw.t.se provided by law, 
this order shall be subject to ~1 the provisions of 10 u.s.c. 
2382 and 7300 and shall be deemed to contain all the agreements 
required by those sections; provlded, however, that this clause 
shal.l not be construed to enlarge or extend by contract the 
obligations imposed by those sections. The Seller agrees to 
insert in the subcontre~ts specified in those sections either 
the provisions of this clause or the provisions required by 
those sections. 
CLAUSE 30. Performance and Deli very 
The Seller shall perform the services and deliver the items 
covered by this order strictly in accordance with the schedule 
set forth or referred to in the order. 
CLAUSE 31· Shipments 
Unless otherwise specified herein or directed by Bayer, all 
items shall be suitably packag~d and prepared for shipment to pro-
vide for efficient handling, minimize the possibility of damage, 
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secure lowest transportation rates and comply with carrier 
regUlations. 
CI...AUSE 32. Facilities 
Except as otherwise specifically provided in this order 
and except for such Government-m.med facilities a.s the Seller 
may be authorized to use in the perf'oJC'Dlance of' this order, 
the Seller represents that it now has or can read.Uy procure 
without the assistance of Buyer or ·the Government and ,n. th-
out charging the acquisition thereof directly to this order 
all industrial facilities, as defined in Section 13-101 of 
ASPR, necessary for the performance of this order. 
CLAUSE 33. · Use of' Gove:B.~nt Facilitie!__pn a No-Charge Basis 
(a) The Seller is authorized to use~ on a no-charge basis, 
in the performan~e of this order, the Government-owned :facili-
ties provided to f:.:i~ under the Facilities Contracts, if any, 
specifically listed elsewhere in this order, in effect on the 
date of this order. 
(b) If any Goverrune:ot-owned facilities provided to the 
Seller hereunder on a no- charge basis are increased or decrea.sed 
or do not remain available during the performance of this or-
der, or if any change is made in the terms and conditions under 
Wl.i.cb. they are made available, such equitable adjustment as 
may be appropriate will be made in the terms of this order 1 
unless such increase or decrease was contemplated in the es-
tablishment of the fee set forth in this order. 
(c) The Seller agrees that it will not directly or in-
di.rectly, through overhead charges or otherwise, seek reim-
bwc•sement undex• this order for any rental. charge paid by the 
Seller for the use on other contracts of' any fa.ciJ.i ties refer-· 
red to herein. 
CLAUSE 34. Utilization of Concerns .in Labor Surplus Areas 
It is the policy of the Government to place supply contracts 
with suppliers Who will perform suCh contracts substentially in 
areas of' current labor surplus were this can be done, consis-
tent with the efficient performance of the contract, at prices 
no higher than are obtainable elsewhere. The Seller agrees ·to 
use its best efforts to place its sUbcontracts in accordance 
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1dth this policy. In complyin& with the foregoing and with 
paragraph (a) of the clause of this order en"t1i tl.ed "Sma~l 
'Businessn, the Seller in placing its subcontracts shall ob-
serve the following order of preference: (i) small business 
concerns in labor surplus areas; (ii) · other concerns :l.n labc!r 
S~J?lus areas; (iii) small business concerns not in labor 
surplus areas. 
CLAUSE 35. Approval 
This order shall be of no force or effect until approved 
in writing by the Contracting Officer. 
/ 
3l 
'~ 
(Rev. 3-59) 

